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FOREWORD 


HE  production  credit  associations  take  pride  in  the  progress  that 


has  been  made  in  developing  a dependable  short-term  credit 
service  for  farmers.  They  have  adopted  the  motto,  “Credit  that  will 
be  available  in  bad  times  as  well  as  in  good  times.”  Since  organiza- 
tion in  1933,  the  experience  of  the  production  credit  associa- 
tions has  covered  only  years  of  good  times  for  farmers  generally. 
Should  history  repeat  itself,  years  of  adversity  for  agriculture  loom 
somewhere  ahead.  Agricultural  credit  institutions  with  longer 
histories  than  the  production  credit  associations  have  experienced 
periods,  sometimes  extending  into  years,  of  agricultural  depression. 

Commercial  banks,  building  and  loan  associations,  insurance  com- 
panies, and  the  Federal  land  banks  all  have  developed  over  a period  of 
years,  usually  after  some  rather  trying  experience,  methods  of  spread- 
ing some  of  the  risks.  Commercial  banks  have  appreciated,  possibly 
more  than  other  institutions,  the  necessity  of  spreading  risks.  They 
have  the  Federal  Deposit  Insurance  Corporation  to  protect  their  de- 
positors. Commercial  banks  also  are  eligible  to  become  members  of 
Federal  Reserve  banks;  as  such  members  they  have  recourse  to  the 
resources  of  the  Federal  Reserve  System  to  improve  their  cash  posi- 
tions when  needed.  Certain  types  of  insured  and  guaranteed  loans  in 
which  banks  have  large  investments  provide  another  method  of 
lowering  or  spreading  their  total  risks.  It  is  also  a common  practice 
for  one  commercial  bank  to  participate  with  one  or  more  other  banks 
in  making  a large  loan. 

Insurance  companies  spread  large  risks  by  such  practices  as  rein- 
surance: 

The  organic  nature  of  the  Federal  land  bank  system  provides  means 
for  spreading  some  of  the  risks  on  their  loans.  However,  after  the 
experience  of  the  early  thirties  the  land  banks  developed  and  adopted 
additional  procedures  for  sharing  risks  with  the  national  farm  loan 
associations. 

Aside  from  the  Government  capital  revolving  fund,  the  production 
credit  associations  have  no  way  of  sharing  risks  nor  recourse  to  any 
comparable  assistance  in  times  of  stress.  Under  the  present  structure, 
each  production  credit  association  stands  alone  with  respect  to  the 
risks  for  its  outstanding  loans;  there  is  no  way  now  of  spreading  an 
association’s  risk  beyond  the  limits  of  its  territory.  Because  of  the 
possibility  of  conditions  which  may  be  beyond  the  control  of  the 
borrowers  or  the  association  arising  in  a particular  territory,  it  is 
evident  that  individual  associations  could  find  themselves  in  an 
adverse  financial  condition  beyond  their  ability  to  cope  with. 

During  all  of  the  time  I have  been  associated  with  the  Farm  Credit 
Administration,  I have  been  greatly  concerned  with  the  risk  faced  by 


ii 


the  production  credit  associations  under  their  present  mode  of  opera- 
tion. On  numerous  occasions  I have  called  this  situation  to  the  atten- 
tion of  the  members  of  the  District  Farm  Credit  Boards  and  the 
officers  directly  concerned. 

The  members  of  the  District  Farm  Credit  Boards  considering  this 
subject  at  their  conference  in  St.  Paul  in  September  1950  adopted 
the  following  committee  report: 

Spreading  of  risks. — With  regard  to  the  possibility  of  setting  up  some  method 
of  spreading  risks  in  PCAs,  the  committee  could  not  come  to  any  definite  plan, 
but  was  of  the  opinion  that  the  subject  had  sufficient  merit  to  warrant  further 
study. 

Pursuantly  a committee  was  appointed  to  study  this  problem  and 
review  possible  plans  for  spreading  the  risk  among  production  credit 
associations,  and  their  report  follows.  The  committee  was  composed 
of: 

F.  F.  Hill,  Head,  Department  of  Agricultural  Economics,  Cornell 
University,  Chairman. 

William  G.  Murray,  Head,  Department  of  Agricultural  Eco- 
nomics, Iowa  State  College. 

George  H.  Aull,  Head,  Department  of  Agricultural  Economics 
and  Rural  Sociology,  Clemson  College. 

R.  J.  Saulnier,  Barnard  College,  Columbia  University,  and 
National  Bureau  of  Economic  Research,  New  York,  N.  Y. 

E.  L.  Butz,  Head,  Department  of  Agricultural  Economics,  Purdue 
University. 

A.  R.  Gans,  Director  of  Research,  Federal  Land  Bank  of  Spring- 


Since  the  committee  submitted  its  report,  it  has  been  decided  to 
include  in  an  appendix  to  it  certain  operating  statistics  that  should 
prove  useful  in  reviewing  the  history  of  the  production  credit  associa- 
tions and  this  study  of  their  risk  problems. 

Through  research,  study,  discussion,  and  united  action,  it  should  be 
possible  to  build  an  even  stronger  short-term  credit  system  for  farmers. 


field. 


Governor,  Farm  Credit  Administration. 
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Risk  Problems 

of 

Production  Credit  Associations 


PRODUCTION  credit  associa- 
tions have  been  making  loans 
to  farmers  and  ranchers 
throughout  the  United  States  for  18 
years.  During  this  period  they 
have  not  only  rendered  satisfac- 
torily a service  that  is  essential  to 
American  agriculture  but  have  made 
substantial  progress  toward  their 
goal  of  full  farmer-ownership. 

Nonetheless,  it  is  useful  for  PCAs, 
as  for  any  group  of  organizations 
engaged  in  lending,  to  take  advan- 
tage of  a time  like  the  present,  to 
review  carefully  their  past  opera- 
tions and  to  appraise  their  present 
financial  position  in  the  light  of 
possible  future  developments.  A 
period  of  economic  prosperity  pro- 
vides an  opportunity  for  lending 
institutions — private,  cooperative, 
or  governmental — to  take  stock  of 
their  ability  to  withstand  future 
periods  of  economic  adversity  and, 
if  necessary,  to  strengthen  their 
financial  position  to  be  better  able 
to  weather  such  periods.  Careful 
study  of  the  ability  of  the  produc- 
tion credit  system  to  help  carry 
worthy  borrowers  during  one  or  more 
years  of  low  prices  or  poor  crops,  as 
well  as  to  absorb  losses  if  losses 
occur,  is  important  from  the  stand- 


point of  farmer-borrowers  as  well 
as  the  individual  institutions  con- 
cerned. 

The  committee  submitting  this 
report  was  appointed  by  I.  W. 
Duggan,  Governor  of  the  Farm 
Credit  Administration,  in  February 
1951  to  make  such  a review  and 
appraisal.  The  committee  did  not 
conceive  its  task  to  be  that  of 
recommending  a specific  risk-spread- 
ing program.  Rather  it  limited 
itself  to  (1)  analyzing  the  loss  ex- 
perience to  date  and  the  present 
position  of  production  credit  asso- 
ciations from  the  standpoint  of 
their  ability  to  bear  risks  and 
(2)  studying  and  presenting  for 
discussion  and  consideration  certain 
methods  of  improving  the  ability  of 
PCAs  to  meet  the  risks  inevitable  in 
agricultural  lending  without  inter- 
rupting their  credit-supplying  func- 
tion. In  the  latter  connection,  it 
should  be  made  clear  that  the  five 
alternative  methods  of  spreading 
risks  presented  in  part  II  of  this 
report  by  no  means  include  all 
possibilities.  Furthermore,  under 
some  circumstances,  more  than 
one  of  the  methods  described, 
or  variations  of  these  methods, 
might  be  employed  at  the  same 
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time.  The  committee  purposely 
selected  for  exploration  and  pres- 
entation a limited  number  of  meth- 
ods representing  basically  different 
approaches  to  the  risk-bearing  prob- 
lem. It  hopes  that  its  report  will 
stimulate  discussion  of  the  strengths 
and  weaknesses  of  these  various 
ways  of  approaching  the  problem 
of  risk  spreading  and  lead  to  other 
suggestions.  Certainly  the  prob- 
lem is  sufficiently  important  to  the 
sound  long-range  development  of 
the  production  credit  system  to 


warrant  its  serious  study  by  all 
interested  in  the  system. 

The  committee’s  report  consists 
of  three  parts:  Part  I includes  an 
analysis  of  the  past  experience  and 
present  financial  position  of  pro- 
duction credit  associations,  and  a 
brief  analysis  of  the  experience  of 
other  lenders  making  loans  to 
farmers.  Part  II  includes  a brief 
description  of  five  possible  methods 
of  dealing  with  the  PCA  risk 
problem  and  part  III  suggested  next 
steps. 


Part  1 

Analysis  of  PCA  Operations 
From  Organization  to  December  31, 195® 


PCA  Loss  Experience 


BY  any  standard  of  comparison, 
the  loss  experience  of  produc- 
tion credit  associations  has  been 
good.  Losses  in  relation  to  the 
amount  loaned  have  been  small. 
From  organization  in  1933  through 
1950,  losses  for  the  entire  system 
have  amounted  to  only  $6,413,000 
on  the  $6,945,000,000  loaned,  ex- 
cluding renewals.  This  is  a loss  rate 
of  less  than  one-tenth  of  1 percent.  As 
used  here,  losses  include  net  charge- 
offs,  estimated  losses  on  specific 
loans  at  the  close  of  1950,  and  losses 
sustained  through  liquidated  PCAs. 

During  this  period,  the  PCAs 
have  had  net  earnings  of  approxi- 
mately $74,000,000  available  to 
cover  losses,  to  pay  dividends,  and 
to  build  reserves.  PCA  losses,  how- 
ever, have  taken  only  8.6  percent  of 
these  net  earnings.  Further,  an- 
nual net  earnings,  before  provision 


for  losses,  in  each  of  the  last  3 years 
exceeded  total  losses  sustained  since 
organization  by  $1,000,000  in  1948, 
$2,400,000  in  1949,  and  $2,300,000 
in  1950.  Thus,  in  relation  to  both 
loan  volume  and  earnings,  the  PCA 
system  as  a whole  has  shown  a low 
rate  of  loss. 

Yea  r-to- Year  Vernations 
in  Loss  Rales 

Despite  the  system’s  low  over-all 
loss  rate,  losses  have  been  substan- 
tial in  some  years.  Annual  net 
losses  (actual  plus  estimated),  ex- 
pressed as  a percentage  of  the  aver- 
age amount  of  loans  outstanding  in 
the  corresponding  year,  were  high- 
est in  the  late  1930’s,  reaching  a 
peak  at  0.88  percent  in  1938  (table 
1).  During  each  of  the  4 years, 
1936-39,  loss  rates  were  0.28  percent 
or  higher. 
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Table  1. — Annual  net  losses  on  PCA  loans  in  percent  of  average  loans  outstanding  for  the 

year,  by  districts \,  1936-50  1 


Year 

District  2 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

United 

States 

Net  losses  in  percent  of  average  loans  outstanding 

1936 

1.  07 

0.  51 

0.39 

0.  67 

0.  11 

0.  72 

-0.  13 

1.  13 

0.37 

0.  52 

0.  49 

1.  59 

0.  68 

1937..  

-.  75 

. 19 

. 38 

. 50 

.31 

. 32 

. 02 

-.  23 

. 61 

. 37 

. 65 

. 57 

. 28 

1938...  

2.  92 

. 92 

. 73 

.35 

. 71 

. 23 

. 04 

-.35 

. 11 

. 29 

2.  31 

1.  36 

. 88 

1939 

1.  55 

. 15 

. 69 

. 25 

. 21 

. 15 

-.  11 

. 02 

-.  19 

. 07 

. 80 

1.  44 

. 46 

1940 

1.  62 

. 99 

.35 

. 21 

1.  15 

-.  02 

-.  17 

-.  15 

. 12 

-.  16 

-.  50 

.09 

. 22 

1941 

. 17 

. 15 

.34 

-.  16 

-.31 

-.  06 

-.03 

-.  13 

. 06 

-.  91 

-.  64 

-.  14 

1942_ 

-.36 

(3) 

-.  05 

(3) 

-.  26 

-."61 

-.  07 

(3) 

-.  06 

.03 

-.  54 

-.32 

-.  12 

1943 

-.  67 

-.  12 

-.  42 

-.  07 

-.  08 

(3) 

. 11 

(3) 

-.01 

-.02 

-.31 

. 05 

-.  12 

1944 

-.  15 

. 13 

-.  13 

. 11 

. 23 

. 04 

. 07 

. 13 

. 06 

. 10 

. 16 

. 03 

. 06 

1945 

. 15 

-.  08 

05 

-.08 

. 28 

. 16 

(3) 

-.02 

-.01 

-.02 

-.  05 

. 06 

.03 

1946 

-.01 

-.  10 

. 01 

-.  05 

. 80 

-.  01 

. 05 

. 02 

-.  09 

. 01 

-.04 

. 04 

. 06 

1947 

. 14 

.05 

. 10 

(3) 

. 04 

. 18 

. 14 

.01 

.05 

. 01 

.31 

. 19 

. 10 

1948 

.07 

. 05 

. 29 

. 11 

-.  15 

-.  03 

. 05 

. 01 

. 12 

. 29 

. 25 

. 18 

. 11 

1949 

. 14 

. 27 

. 15 

. 10 

1.  09 

. 45 

. 04 

-.  01 

. 10 

. 15 

. 23 

(3> 

. 22 

1950 

. 16 

. 14 

. 21 

. 14 

. 14 

. 23 

-.  02 

<3) 

.07 

-.  10 

-.  23 

. 10 

. 08 

1 For  taxable  PCAs,  the  1949  and  1950  losses  were  adjusted  for  the  “general  provision  for  undetermined 
losses.”  Liquidated  PCAs  are  included. 

3 Farm  Credit  districts  are  designated  by  numbers  in  the  tables  in  this  report.  In  the  text,  they  are 
frequently  referred  to  by  name.  The  numbers  and  names  of  the  12  districts  are:  1.  Springfield;  2. 

Baltimore;  3.  Columbia;  4.  Louisville;  5.  New  Orleans;  6.  St.  Louis;  7.  St.  Paul;  8.  Omaha;  9.  Wichita; 
10.  Houston;  11.  Berkeley;  12.  Spokane. 

3 Less  than  0.005  percent. 


With  the  outbreak  of  World 
War  II  and  the  rapid  rise  in  farm 
incomes  which  followed,  loss  rates 
on  PCA  loans  declined  sharply  and 
have  since  remained  at  a low  level. 
As  a matter  of  fact,  during  each  of 
the  3 years  1941  to  1943  there  were 
net  recoveries  of  0.12  percent  or  0.14 
percent  of  average  loans  outstand- 
ing. These  recoveries  resulted  pri- 
marily from  the  fact  that  many 
loans,  with  prospective  liquidation 
at  a loss  during  the  late  1930’s, 
actually  did  pay  out  either  in  full  or 
with  smaller  losses  than  anticipated. 
Consequently,  reserves  established 
in  the  late  1930’s  in  anticipation  of 
losses  were  taken  back  into  earn- 
ings during  the  early  1940’s.  In 
addition,  recoveries  were  made  on 
some  charged-off  loans.  During 
the  7-year  period  1944  to  1950  loss 


rates  exceeded  0.10  percent  of  aver- 
age loans  outstanding  in  only  2 
years,  reaching  a peak  of  0.22 
percent  in  1949. 

Variations  in  Less  Rates 
Among  Districts  and 
Individual  Associations 

A comparison  of  annual  PCA  loss 
rates  among  individual  Farm  Credit 
districts  shows  the  same  general 
tendency  for  losses  to  be  relatively 
high  during  the  late  1930’s,  followed 
by  one  or  more  years  of  net  recov- 
eries, and  relatively  low  during 
recent  years  (table  1).  However, 
there  have  been  considerable  vari- 
ations among  districts,  with  losses 
varying  from  0.01  percent  of  total 
cash  advanced  from  organization 
through  1950  in  the  Omaha  district 
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to  0.33  percent  in  the  Springfield 
district,  as  follows: 


District: 

Springfield. 

Baltimore 

Columbia 

Louisville 

New  Orleans. 

St.  Louis 

St.  Paul 

Omaha 

Wichita 

Houston 

Berkeley 

Spokane 


Net  charge-offs 
and  estimated 
losses  m 
percent  of  total 
cash  advanced 
through  1950  1 

0.  33 

. 15 

. 10 

.06 

. 17 

. 07 

.03 

. 01 

.04 

.04 

.08 

. 15 


1 Includes  liquidated  PCAs  but  excludes  the 
“general  provision  for  undetermined  losses”  in 
taxable  associations.  Average  for  all  districts, 
0.09  percent. 


There  also  has  been  considerable 
variation  in  the  over-all  loss  rates 
of  individual  associations  in  certain 
districts.  For  example,  no  individ- 
ual PCA  in  the  Omaha  district  from 
organization  through  1950,  has  had 
losses  amounting  to  as  much  as 
0.10  percent  of  total  cash  advanced, 
but  the  Springfield  and  Columbia 
districts  have  each  had  7 PCAs  with 
loss  rates  of  0.30  percent  or  more 


(table  2).  For  the  entire  PCA 
system,  358  associations  (71.6  per- 
cent of  the  total)  had  loss  rates  of 
less  than  0.10  percent  from  organi- 
zation through  1950,  but  31  associ- 
ations had  loss  rates  of  0.30  percent 
or  more.  These  differences  among 
individual  associations  would,  of 
course,  be  greater  if  liquidated 
PCAs  were  included. 

In  interpreting  this  loss  experi- 
ence it  must  be  borne  in  mind  that 
80  percent  of  the  total  cash  ad- 
vanced by  PCAs,  since  organization, 
was  advanced  during  the  10-year 
period  1941  to  1950,  years  during 
which  unprecedented  war  and  post- 
war inflation  kept  losses  at  a mini- 
mum. Under  such  conditions,  the 
large  number  of  PCAs  with  ex- 
tremely low  over-all  loss  rates  is  not 
surprising.  In  effect,  the  loss  exper- 
ience of  the  pre-inflation  period  has 
been  “watered  down”  by  the  large 
volume  of  loans  made  during  a period 
of  extremely  favorable  economic 
conditions,  when  losses  on  all  types 
of  loans  were  abnormally  low. 


Table  2. — Distribution  of  PCAs  by  percent  loss  to  total  cash  advanced,  organization  to 

Dec.  31,  1950  1 


1 Losses  include  total  net  charge-offs  and  estimated  losses  on  specific  loans  as  of  Dec.  31,  1950.  The 
general  provision  for  undetermined  losses  of  tax-paying  PCAs  and  losses  of  liquidated  PCAs  are  not  included. 
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Table  3. — Distribution  of  PCAs  by  percent  loss  to  total  cash  advanced,  organization  to 

Dec.  31,  1940  1 


1 Losses  include  total  net  charge-offs  and  estimated  losses  on  specific  loans  as  of  Dec.  31,  1940.  Liqui- 
dated PCAs  are  not  included. 


A quite  different  picture  of  loss 
experience  is  revealed  if  the  war  and 
postwar  years  are  excluded  and 
only  the  period  from  organization 
through  1940  considered.  These 
data  show  not  only  a higher  average 
loss  rate — 0.34  percent  of  total  cash 
advanced — but  also  much  greater 
variation  in  loss  rates  among  indi- 
vidual PCAs.  For  this  less  favor- 
able period  only  242  PCAs — 45.7 
percent  of  the  total  number — 
showed  loss  rates  of  less  than  0.10 
percent  compared  with  71.6  percent 
for  the  period  through  1950.  At 
the  other  extreme,  by  1940,  8.7  per- 
cent of  the  PCAs  had  accumulated 
losses  (actual  plus  estimated)  equal 
to  0.8  percent  or  more  of  the  total 
cash  they  had  advanced  compared 
with  0.4  percent  for  the  period 
through  1950  (table  3).  These  data 
also  give  a relatively  favorable  view 
998113°— 52 2 


of  loss  experience  since  they  include 
only  PCAs  in  active  operation  at 
the  indicated  dates.  Those  liqui- 
dated, or  in  process  of  liquidation, 
are  excluded. 

Whatever  these  comparisons  of 
PCA  loss  experience  in  different 
periods  may  suggest  as  to  future 
experience,  they  do  show  that  at 
certain  times  in  the  history  of  the 
PCA  system  there  have  been  wide 
differences  in  loss  experience  of  indi- 
vidual associations.  The  past  10 
years  of  war  and  postwar  inflation, 
with  their  attendant  widespread 
prosperity,  have  resulted  in  a “lev- 
elling out”  of  over-all  loss  rates 
from  organization  to  date.  Thus 
the  differences  in  loss  experience 
among  PCAs  in  this  period  cannot 
be  taken  as  a guide  to  what  may  be 
expected  under  more  normal  condi- 
tions of  farm  prices  and  incomes. 
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Liquidations  of  PCAs 

To  date,  the  production  credit 
system  has  had  only  limited  need 
for  supplementary  methods  of  han- 
dling the  problem  incident  to  heavy 
losses  in  individual  PCAs  as  indi- 
cated by  the  fact  that  only  8 of  688 
associations  organized  have  been 
liquidated  primarily  because  of 
actual  or  anticipated  losses.  The 
reduction  in  number  of  PCAs  from 
the  688  organized  to  the  500  in 
active  operation  at  the  end  of  1950 
has  been  accounted  for  as  follows : 


Total  nuir  ber  of  associations  organ- 
ized  688 

Associations  no  longer  operating: 

Charter  canceled  before  beginning 

operations 9 

Consolidated  with  other  associ- 
ations  141 

Liquidated: 

Primarily  to  consolidate  ter- 
ritories  27 

Primarily  because  of  actual  or 

anticipated  losses 8 

State-wide  associations  not  re- 
placed  3 


Total 188 


Total  number  of  associations  in  active 
operation 500 


Of  the  eight  PCAs  liquidated 
because  of  actual  or  anticipated 
losses,  all  were  placed  in  active 
liquidation  during  the  years  1935  to 
1938.  They  loaned  a total  of 
$24,812,000  with  losses  on  loans 
amounting  to  $1,281,182,  or  5.2 
percent.  In  six  of  the  eight  associ- 
ations, liquidation  resulted  in  com- 
plete loss  to  the  members  of  their 
class  B stock  and  only  partial  re- 
covery by  the  production  credit 
corporations  on  the  class  A stock 
they  owned  in  these  associations. 
Of  the  other  two  associations,  one 
paid  liquidating  dividends  in  excess 
of  the  par  value  of  stock;  the  other 


liquidated  its  PCC -owned  class  A 
stock  at  par,  but  members  received 
liquidating  dividends  equal  to  only 
84  percent  of  the  par  value  of  their 
stock. 

All  but  one  of  the  eight  liquidated 
PCAs  encountered  difficulties 
through  losses  on  loans  to  producers 
of  potatoes,  truck  crops,  fruit,  and 
other  specialty  crops.  The  one 
exception  suffered  losses  from  bad 
management. 

PCA  Capital  Stock  Impairment 
Subsequently  Restored 

In  addition  to  the  eight  liqui- 
dated PCAs,  nine  others  have  ex- 
perienced sufficiently  heavy  losses 
to  wipe  out  their  valuation  reserves 
and  accumulated  earnings  and  to 
impair  their  class  B stock,  but  sub- 
sequently have  eliminated  the  im- 
pairment. Again,  as  with  the  liq- 
uidated associations,  the  temporary 
impairment  of  most  of  these  nine 
PCAs — five  of  the  nine — resulted 
from  losses  on  fruit  or  vegetable 
loans.  One  other  impairment  was 
directly  attributable  to  hurricane 
damage  in  an  area  where  a hurricane 
of  comparable  severity  had  not  oc- 
curred for  100  years;  another  was 
traceable  to  a “bad  faith”  loan. 
The  other  two  associations  were 
operating  in  areas  where  agriculture 
was  undergoing  major  readjust- 
ments with  considerable  abandon- 
ment of  farms. 

In  all  except  one  of  these  nine 
PCAs  the  initial  impairment  oc- 
curred prior  to  1940,  and  six  had 
restored  their  stock  to  par  by  the 
end  of  1940.  Since  July  1943,  no 
PCAs  have  suffered  impairment  of 
their  capital  stock. 
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Loss  Experience  of  Other  Lenders 


Because  the  lending  experience  of 
PCAs  has  been  limited  to  the  ris- 
ing phase  of  a major  “price  cycle,” 
their  losses  on  loans  can  hardly  be 
taken  as  representative  of  those 
sustained  on  loans  to  farmers  under 
adverse  economic  conditions.  This 
contrast  can  be  shown  by  examining 
the  experience  of  commercial  banks 
and  agricultural  credit  corporations 
in  the  1920’s  and  1930’s.  The  data, 
however,  are  not  introduced  with 
the  object  of  suggesting  that  the 
experience  they  portray  will  neces- 
sarily be  repeated  in  the  years 
ahead,  but  they  do  show  very 
clearly  the  inevitable  relationship 
between  economic  conditions  and 
loss  experience.  Unless  one  is  pre- 
pared to  assume  that  economic  con- 
ditions in  the  future  will  be  at  least 
as  favorable  as  they  have  been  since 
1934,  it  is  clearly  essential  to  con- 
sider ways  and  means  of  absorbing, 
without  interrupting  lending  serv- 
ices, heavier  losses  than  those  the 
PCAs  as  a group  have  so  far  expe- 
rienced. 

Commercial  Banks 

Although  data  on  commercial 
bank  loss  experience  are  not  fully 
comparable  with  PCA  data,  they  do 
show  clearly  how  loss  rates  are  re- 
lated to  price  changes.  Table  4 
gives  three  series  of  commercial 
bank  data  and  PCA  loss  rates.  All 
three  series  follow  essentially  the 
same  general  pattern — losses  were 
relatively  low  during  the  late  1920’s, 
rose  to  a sharp  peak  in  1934,  and 
then  declined  rapidly  to  0.10  per- 


cent or  less  during  most  of  the 
1940’s.  The  national  bank  series, 
from  which  recoveries  are  excluded, 
goes  back  to  1918.  It  shows  that 
losses  rose  during  the  post  World 
War  I deflation  period,  1921-22, 
and  continued  throughout  the  1920’s 
at  rates  about  double  the  1918-20 
level.  Since  1937,  PCA  loss  rates 
have  not  differed  materially  from 
those  of  commercial  banks. 

The  close  relationship  between 
loss  rates  and  farm  price  changes  is 
revealed  in  figure  1,  which  shows  net 
losses  of  country  national  banks 
from  1927  to  1950,  total  losses  (re- 
coveries excluded)  of  all  national 
banks  from  1918  to  1930,  net  losses 
(actual  plus  estimated)  of  PCAs 
from  1936  to  1950,  and  an  index  of 
the  prices  of  farm  products  from 
1800  to  1950.  When  prices  are  ris- 
ing, farm  incomes  and  debt  repay- 
ment ability  also  rise,  the  value  of 
loan  collateral  increases,  and  the 
risk  of  loss  on  loans  declines.  When 
the  situation  is  reversed,  credit  risks 
increase  rapidly. 

Except  for  1936,  when  national 
bank  loss  rates  were  relatively  high, 
presumably  a result  of  losses  taken 
on  loans  made  in  earlier  years,  com- 
mercial bank  loan  experience  has 
been  equally  as  good  as  that  of 
PCAs.  Data  on  the  net  loss  rates 
of  country  national  banks  for  the 
period  1927  to  1950  are  shown  for 
each  Farm  Credit  district  in  figure 
2.  Considerable  district  variation 
in  the  extent  of  losses  is  noticeable, 
particularly  during  the  high-loss 
years  of  the  early  1930’s.  For 
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Table  4.— Annual  losses  in  percent  of  loans  outstanding  for  the  corresponding  year  for  national 
banks , Federal  Reserve  member  banks , and  PCAs,  1918-50 


Year 

Nations 

Total  losses 
of  all  banks1 

il  banks 

Net  losses 
of  country 
banks  2 

Net  losses 
of  Federal 
Reserve  mem- 
ber banks 

Net  losses 
of  PCAs  3 

Percent  of  loans  outstanding  4 

1918  _ _ _ 

0.  35 

1919  _ __  _ 

. 26 

1920 _ __  _ _ 

. 36 

1921  _ _ _ _ 

1.  05 

1922 _ _ __ 

1.  08 

1923_ _ ___  _ _ ______ 

. 92 

1924 __  _ 

. 79 

1925 

. 68 

1926_  _ _ _ __  _ 

. 65 

1927 _ _ _ _ 

. 62 

o 

o 

0.  4 

1928  __  _ _ __ 

. 58 

. 60 

. 4 

1929_  __  _ _ ___ 

. 62 

. 59 

. 4 

1930_  _ _ _ __  _ ___ 

. 94 

. 71 

. 7 

1931_  _ _ __  _____ 

1.  78 

1.  13 

1.  4 

1932 

2.  66 

2.  10 

2.  5 

1933 -__ 

3.  77 

2.  98 

3.  1 

1934_  _ 

3.  99 

3.  83 

3.  4 

1935_  _ ___  

2.  13 

2.  63 

1.  5 

1936 

1.  87 

1.  37 

. 8 

0.  68 

1937_  _ 

. 82 

. 48 

. 2 

. 28 

1938 

. 95 

. 42 

. 6 

. 88 

1939 

. 74 

. 33 

. 4 

. 46 

1940 

. 58 

. 31 

. 2 

. 22 

1941 

. 44 

. 16 

. 1 

+ . 14 

1942 

. 42 

. 05 

. 1 

+ . 12 

1943 

. 43 

+ . 15 

+ .1 

+ . 12 

1944 _ 

. 36 

+ . 22 

+ . 1 

. 06 

1945 

. 21 

+ . 19 

(6) 

. 03 

1946 

. 26 

+ . 12 

(5) 

. 06 

1947 

. 34 

. 06 

. 1 

. 10 

1948 

. 21 

. 10 

. 1 

. 11 

1949_  _ ___  ________  

. 18 

. 22 

1950  ___  _ ___  _ 

. 09 

. 08 

1 Losses  before  deduction  of  recoveries. 

2 Total  losses  less  recoveries.  Except  for  1928  to  1937  when  the  banks  in  14  to  21  cities  with  less  than 
3 banks  are  included,  the  data  include  all  national  banks  except  those  in  reserve  or  central  reserve  cities. 

3 Net  losses  (actual  plus  estimated),  with  the  1949  and  1950  losses  of  taxable  PCAs  adjusted  for  the 
“general  provision  for  undetermined  losses.”  Liquidated  PCAs  are  included. 

4 Losses  during  each  year  were  expressed  in  percent  of  loans  outstanding  at  the  following  dates:  For 
total  losses  of  all  national  banks,  calendar  year  losses  and  Dec.  31  loans  outstanding;  for  country  national 
banks  prior  to  1938,  fiscal  year  losses  and  June  30  loans  outstanding,  and  subsequent  years  are  calendar 
year  losses  and  Dec.  31  outstandings;  for  Federal  Reserve  member  banks,  calendar  year  losses  and  Dec.  31 
loans  outstanding,  except  in  1948,  when  the  average  of  loans  outstanding  on  call  dates  were  used;  for  PCAs 
calendar  year  losses  and  average  of  month-end  balances  of  loans  outstanding. 

3 Less  than  0.05  percent. 
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Figure  1. — Loss  Rates  on  Loans  of  National  Banks  and  PCAs,  1918-50,  and 
Index  Numbers  of  Prices  Received  by  Farmers,  1800-1950. 


INDEX  PERCENT  - LOSS  RATE 


INDEX  NUMBERS  OF  PRICES  RECEIVED  BY  FARMERS 
UNITED  STATES,  1800  TO  DATE 


INDEX 


Figure  2—  Annual  Losses  in  Percent  of  Loans  Outstanding  for  "Country”  National  Banks, 
1927-50,  and  PCAs,  1936-50,  by  Farm  Credit  districts. 
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example,  the  peak  loss  rate  ranged 
from  2.67  percent  in  the  Baltimore 
district  to  10.43  percent  in  Spokane. 
However,  the  general  pattern  of 
changes  in  loss  rates  was  much  the 
same  in  all  districts.  The  peak  loss 
rate  came  in  1934  in  9 of  the  12 
districts  and  thereafter  loss  rates 
declined  rapidly  to  the  very  low 
levels  of  the  past  10  years.  Na- 
tional banks,  like  PCAs,  had  at 
least  2 years  of  net  recoveries  during 
the  1940’s,  and  in  the  St.  Louis,  St. 
Paul,  Omaha,  Wichita,  and  Spokane 
districts  they  had  6 or  7 consecutive 
years  of  net  recoveries. 

Aside  from  the  close  relationship 
which  they  reveal  between  loss 
rates  and  farm  price  changes,  figures 
1 and  2 are  significant  also  for  the 
light  they  throw  on  the  problem  of 
spreading  the  burden  of  losses  on 
PCA  loans.  First,  they  show  that 
periods  of  high  loss  rates  have 
tended  to  persist  over  several  con- 
secutive years,  which  has  meant  an 
extended  drain  on  reserves.  Sec- 
ond, figure  1 shows  wide  farm  price 
fluctuations  over  the  past  150  years, 
and  a definite  tendency  for  these 
fluctuations  to  become  more  rather 
than  less  violent.  It  is  not  the 
function  of  this  committee  to  fore- 
cast the  future  course  of  farm 
prices,  but  attention  may  be  direct- 
ed to  the  record  of  price  fluctuations 
over  the  past  150  years  to  indicate 
that  it  would  have  been  a mistake 
in  judgment  to  have  made  loans  at 
any  time  during  this  period  on  the 
assumption  that  prices  were  going 
to  remain  even  approximately 
unchanged: 

It  should  be  pointed  out  that 
commercial  bank  loss  experience 


data  are  not  strictly  comparable 
with  those  for  PCAs.  First,  the 
bank  data  include  both  nonfarm 
and  farm  loans  and  losses  on  real 
estate  mortgage  loans  as  well  as 
on  short-term  production  loans. 
Further,  the  bank  series  exclude 
losses  by  banks  placed  in  receiver- 
ship or  trusteeship  subsequent  to 
the  date  of  such  receivership  or 
trusteeship.  Finally  the  data  on 
national  banks  naturally  do  not 
include  State  banks,  and  data  on 
Federal  Reserve  member  banks  do 
not  include  nonmember  banks. 
Despite  these  limitations,  however, 
the  data  are  adequate  to  show  how 
rising  and  falling  prices,  with 
attendant  farm  prosperity  and 
depression,  have  affected  loss 
experience. 

Tejsos  Agricultural  Credit 
Corporations 

Further  evidence  of  how  loss 
experience  has  fluctuated  widely, 
and  how  these  fluctuations  have 
been  related  to  changes  in  farm 
prices  and  incomes,  is  provided  by 
data  compiled  by  the  Production 
Credit  Corporation  of  Houston  on 
livestock  loan  companies  and  agri- 
cultural credit  corporations  in 
Texas.  These  data,  at  their  maxi- 
mum, cover  18  agricultural  credit 
corporations  which  rediscounted 
loans  with  the  Federal  Intermediate 
Credit  Bank  of  Houston  during  at 
least  part  of  the  period  1923  to 
1949.  Only  corporations  organized 
in  1931  or  earlier  were  included  in 
order  that  all  those  represented 
would  have  been  exposed  to  at 
least  a few  years  of  falling  or 
depression-level  prices.  Of  the  18 
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Figure  3. — Annual  Losses  in  Percent  of  Loans  Outstanding  for  "Country” 
National  Banks,  Agricultural  Credit  Corporations,  and  PCAs  in  Texas, 

1923-50. 


PERCENT 

LOSS 


corporations,  1 financed  rice  growers 
principally ; 6 concentrated  on  sheep 
and  goat  financing;  2 specialized  in 
cattle  loans;  and  the  balance  han- 
dled general  livestock  paper. 

Losses  of  these  livestock  loan  and 
agricultural  credit  corporations  were 
highest  in  1923  and  in  the  depres- 
sion years  of  the  early  1930’s. 
They  declined  rapidly  with  the 
recovery  in  prices  and  farm  incomes 
after  1933  and  recoveries  generally 
exceeded  losses  from  1941  through 
1948  (figure  3).  Except  for  un- 
usually large  losses  in  1930,  country 
national  banks  in  Texas  had  loss 
rates  which  varied  similarly  with 
those  of  the  livestock  loan  and 


agricultural  credit  corporations.  For 
the  23-year  period  1927-49,  the 
average  of  the  annual  loss  rates  for 
the  livestock  loan  and  agricultural 
credit  corporations  was  0.7  percent, 
compared  with  1.2  percent  for  the 
country  national  banks.  Since 
1936,  PC  A loss  rates  have  been 
much  the  same  as  those  for  country 
national  banks  and  for  credit  cor- 
porations. 

Region©!  Differences 
in  Loss  Experience 

The  regional  differences  in  PCA 
loss  experience  discussed  previously 
are  illustrated  graphically  in  figures 
4 and  5 which  show  PCA  loss  ex- 
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Figure  4. — PCA  Loss  Experience  from  Organization  to  December  31, 1950. 


Figure  5. — PC  A Loss  Experience  from  Organization  to  December  31,  1940. 
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Figure  d.— Relation  Between  Bank  Suspensions,  1921-34,  and  Distress  Farm 
Transfers,  1926-35,  48  States. 


Ratio  of  Bank  Suspensions,  1921-34,  to  Active  Banks  in  1920 


Source:  See  figures  8 and  9. 


perience  from  organization  through 
December  31,  1950,  and  through 
December  31,  1940,  on  an  individual 
PC  A basis.  These  maps  reveal  that 
the  highest  PC  A loss  rates  have  been 
in  the  Northeast,  in  the  Southeast, 
and  in  the  Northwest,  and  that  the 
heaviest  losses  within  these  areas 
have  been  on  fruit,  vegetable,  or 
other  specialty  crop  loans.  In  con- 
trast, PCA  losses  in  the  Great 
Plains  and  the  Mountain  States 
have  been  low. 

It  is  very  important  to  note  that 
this  geographic  pattern  of  losses 
contrasts  sharply  with  the  record  of 
farm  financial  distress  during  the 
1920’s  and  193Q’s.  For  example, 
data  compiled  by  the  U.  S.  Depart- 


ment of  Agriculture  on  transfers  of 
farms  by  foreclosures  and  related 
defaults  show  that  for  the  years 
1925  to  1939  the  highest  rates  were 
in  the  Great  Plains  area,  and  that 
high  rates  were  also  characteristic 
of  the  Mountain  States  and  the 
Cotton  Belt. 

Regional  differences  in  the  finan- 
cial difficulties  of  farmers  are  also 
revealed  by  figures  on  commercial 
bank  suspensions  and  on  the  shrink- 
age of  bank  deposits.  The  opera- 
tions of  commercial  banks  naturally 
reflect  the  prosperity  of  the  com- 
munities they  serve:  Declining  in- 
comes and  tightened  credit  condi- 
tions are  quickly  reflected  in  with- 
drawals of  deposits.  Substantial 
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Figure  7. — Relation  Between  Change  in  Bank  Deposits,  1919-34,  and  Distress 
Farm  Transfers,  1926-35,  48  States. 
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Percentage  Change  in  Bank  Deposits,  1919-34 


Source : See  figures  8 and  9. 


and  continued  deposit  withdrawals, 
particularly  when  they  are  accom- 
panied by  heavy  losses  on  invest- 
ments, lead  to  bank  suspensions. 
Since  both  bank  suspensions  and 
deposit  shrinkage  showed  a definite 
relationship  to  distress  transfers  of 
farms  during  the  1920’s  and  1930’s, 
as  shown  in  figures  6 and  7,  these 
data  may  be  used  to  reveal  area 
differences  in  farm  financial  diffi- 
culties. 

Suspensions  among  all  active 
banks  from  1921  through  1929  were 


mainly  in  the  predominantly  agri- 
cultural areas,  with  heavy  concen- 
tration in  a strip  running  north  and 
south  across  the  country  from  North 
Dakota  and  Minnesota  to  eastern 
Texas  (figure  8).  South  Carolina 
and  Georgia  also  experienced  nu- 
merous bank  failures.  By  the  end 
of  1933,  when  the  wave  of  bank 
failures  had  about  reached  its  end, 
45.3  percent  of  the  banks,  active  on 
June  30,  1920,  had  suspended  oper- 
ations. Over  this  period,  the  bank 
suspension  rate  in  the  Northeast 


Figure  8. — Bank  Suspensions/  1921-29. 


Figure  9. — Percentage  Change  in  Total  Deposits  of  Commercial  Banks,  1920-33. 


Source:  From  “Mortgage  Lending  Experience  in  Agriculture,”  an  unpublished  study  of  the  National  Bureau  of  Economic  Research  (mimeo.,  November 
1950)  by  Lawrence  A.  Jones  and  David  Durand. 
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was  relatively  low,  ranging  from  7.2 
percent  in  New  Hampshire  to  29.1 
percent  in  New  Jersey.  California 
also  had  a rate  of  only  18.3  percent. 
In  contrast,  the  Dakotas,  Iowa, 
Arkansas,  South  Carolina,  and 
Georgia  rates  exceeded  60  percent. 

Bank  deposits  shrank  by  50  per- 
cent or  more  in  most  counties  in 
States  with  high  rates  of  bank  fail- 
ure, as  well  as  in  many  parts  of  the 
entire  Great  Plains  area,  the  Moun- 
tain States,  and  the  East  North 
Central  States.  In  contrast,  a con- 
siderable part  of  the  Northeast 
showed  an  increase  in  bank  deposits 
during  the  same  period  (figure  9). 

Although  not  included  in  this 
report,  data  on  the  loss  experience  of 
the  Federal  land  banks,  the  Federal 
Farm  Mortgage  Corporation,  and 
life  insurance  companies  show  much 
the  same  regional  differences  in 
losses  and  in  distress  loans  as 
described  above. 


These  data  emphasize  that  the 
experience  with  farm  loans  during 
one  period  is  not  necessarily  a reli- 
able guide  to  the  experience  that 
may  be  expected  under  a different 
set  of  economic  conditions.  More 
specifically,  the  low  loss  rates  on 
PCA  loans  in  certain  regions,  such 
as  the  Great  Plains  and  the  Moun- 
tain States,  do  not  necessarily  mean 
that  these  can  be  classed  as  low-risk 
lending  areas.  Instead,  their  low 
PCA  loss  rates  mean  only  that  loan 
risks  in  such  areas  have  been  low 
during  World  War  II  and  postwar 
inflation  periods;  years  in  which 
there  were  no  widespread  crop  fail- 
ures. The  records  of  the  1920’s 
and  1930’s  indicate  that  when  prices 
are  declining  and  intermittent  crop 
failures  are  experienced,  losses  on 
farm  loans  in  these  same  areas  have 
been  among  the  highest  in  the 
country. 


Nature  and  Quality  of  PCA  Loam 


The  soundness  of  PCA  credit 
policies  and  the  quality  of  their  loan 
assets  are  naturally  the  very  essence 
of  the  problem  of  determining 
whether  there  is  need  for  spreading 
the  burden  of  losses  more  widely 
than  over  individual  PC  As.  Yet,  it 
is  difficult,  if  not  impossible,  to 
measure  the  quality  of  loans  in 
precise  terms.  About  all  that  can 
be  done  is  to  give  some  indication  of 
those  loan  characteristics  that  bear 
especially  on  their  quality.  The 
two  such  characteristics  on  which 
information  is  available — the  size  of 
loans  in  relation  to  association  net 
worth  and  examiners’  ratings — are 


discussed  in  this  section  of  the 
report.1 

Loan  Size  and  Association 
Met  Worth 

A matter  having  an  important 
bearing  on  the  risk  problem  is  the 
extent  to  which  the  loan  volume  of 
individual  PCAs  is  in  a few  large 
loans,  particularly  loans  that  are 
large  relative  to  the  association’s 
net  worth.  Two  PCAs  with  roughly 
the  same  capital  may  have  the  same 

1 Data  relative  to  the  average  size  of  PCA  loans 
and  the  distribution  of  loans  by  size  are  given  in 
appendix  A for  each  Farm  Credit  district  and  for 
the  United  States  as  a whole. 
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Table  5. — Percent  of  outstanding  PCA  loan  balances  which  exceeded  10  percent  of  asso- 
ciation net  worth , for  PCAs  examined  during  July,  August,  and  September  1950  1 


District 

Number  of  PCAs 

Loans  exceeding  10  percent  of  net  worth  in 
percent  of  total  loans  outstanding 

Total 

In  sample 

Number 

Amount 

Maximum  for 
any  PCA  3 

1 

35 

17 

Percen  t 
0.  11 

Percent 
1.  92 

Percent 
(21.  56) 

2 

36 

20 

. 33 

7.  00 

(27.  60) 

3 

87 

40 

. 46 

9.  79 

(49.  89) 

4 

40 

12 

. 03 

. 89 

(7.44) 

5 

26 

13 

. 12 

4.  69 

(18.  91) 

6 

45 

11 

. 14 

2.  89 

(9.  54) 

7 

54 

21 

. 21 

2.  91 

(17.  53) 

8 

40 

16 

1.  28 

15.  68 

(45.  51) 

9 

41 

33 

1.  33 

15.  16 

(78.  31) 

10  _ 

36 

11 

. 58 

14.  00 

(30.  86) 

11 

30 

12 

1.  59 

13.  03 

(54.  44) 

12 

30 

13 

. 95 

11.  88 

(26.  15) 

Total. 

500 

219 

. 43 

8.  32 

1 Does  not  include  any  State-wide  PCAs. 

3 Data  in  parentheses  show  the  percent  of  loans  exceeding  10  percent  of  net  worth  for  the  individual 
PCA  in  each  district  with  the  highest  ratio  of  such  loans  to  total  amount  of  loans  outstanding. 


average  size  of  loan  but  their  risk 
problems  are  very  different  if  one 
has  little  variation  in  the  size  of 
individual  loans  while  the  other  has 
half  of  its  loan  volume  represented 
by  a few  extremely  large  loans. 
The  desirability  of  making  unusually 
large  loans  can  be  and  has  been 
argued  at  length.  Some  PCAs  can 
point  to  actual  experience  in  which 
large  loans  have  been  not  only  less 
troublesome  than  smaller  ones  but 
also  a major  factor  in  shifting  the 
association’s  operations  from  a loss 
to  a profit.  Much  evidence  of  this 
type  can  be  advanced  particularly 
during  a period  of  profitable  farming 
operations.  But  granting  that  the 
quality  of  the  very  large  loans  of  a 
given  PCA  may  be  just  as  good  or 
even  better  than  that  of  its  smaller 
loans,  the  fact  remains  that  any 
loan  may  develop  weakness  and 
ultimate  loss  as  a result  of  declining 


prices  or  other  factors  entirely  be- 
yond the  control  of  either  the  bor- 
rower or  the  lender.  The  conse- 
quences to  the  financial  position  of 
the  PCA  when  this  strikes  a large 
loan  are  naturally  very  much  more 
serious  than  when  one  or  more  small 
loans  get  into  difficulty.  They  are 
particularly  serious  when  the  loan 
involved  is  large  in  relation  to  the 
association’s  net  worth.  It  is  for 
this  reason  that  banking  laws  limit 
the  size  of  individual  loans  to  a cer- 
tain percentage — usually  10  or  15 
percent — of  capital  and  surplus.1 
PCAs  have  no  such  legal  limit, 
though  loans  to  any  one  member 
which  exceed  20  percent  of  the  asso- 
ciation’s capital  and  guaranty  fund 
must  be  approved  by  the  produc- 

1 Certain  exceptions  are  made  to  these  rules  for 
loans  secured  by  “actually  owned  commercial 
paper,”  certain  types  of  dealers’  notes,  notes  secured 
by  U.  S.  Government  obligations,  bankers’  accept- 
ances, warehouse  commitments,  etc. 


998113°— 52- 


4 


22 


FARM  CREDIT  ADMINISTRATION 


Table  6. — Distribution  of  PC  As  examined  during  July,  August,  and  September  1950  by  the 
percent  of  number  and  amount  of  loan  balances  exceeding  1 0 percent  of  association  net 
worth  at  the  month  end  nearest  date  of  examination  1 


Percent  of  loans  exceeding 
10  percent  of  net  worth 

District 

1 

2 

3 

4 

5 

6 

7 

8 

1 9 

10 

11 

12 

United 

States 

Number  of  PCAs 

Percent  based  on  number 

None . 

9 

7 

16 

9 

6 

6 

11 

1 

3 

1 

69 

0.01-0.99 

7 

9 

17 

3 

6 

5 

9 

6 

14 

7 

5 

7 

95 

1.00-1.99  __  __ -- 

1 

2 

3 

1 

4 

4 

1 

3 

5 

24 

2.00-2.99  

2 

1 

1 

1 

5 

1 

11 

3.00-3.99  - 

1 

1 

2 

1 

1 

6 

4.00-4.99  

1 

1 

3 

1 

6 

5.00-7.49  . 

1 

1 

1 

3 

7.50-9.99  _ 

1 

1 

2 

10.00-12.49  - 

12.50-14.99  

15.00-17.49  - 

1 

2 

17.50  and  more 

1 

1 

Total 

17 

20 

40 

12 

13 

11 

21 

16 

33 

11 

12 

13 

219 

Percent  based  on  amount 

None__  

9 

7 

16 

9 

6 

6 

11 

1 

3 

1 

69 

0.01-0.99  

1.00-1.99  

2.00-2.99  

1 

2 

2 

1 

2 

8 

3.00-3.99  

3 

4 

2 

1 

1 

1 

1 

1 

2 

17 

4.00-4.99  __  

2 

1 

1 

2 

2 

5 

1 

1 

15 

5.00-7.49 

2 

1 

4 

1 

2 

~~i~ 

1 

3 

2 

2 

2 

22 

7.50-9.99 

1 

1 

1 

3 

2 

3 

2 

1 

2 

16 

10.00-12.49 

5 

1 

1 

1 

1 

3 

12 

12.50-14.99  

1 

3 

1 

1 

5 

2 

13 

15.00-17.49 

3 

3 

1 

1 

8 

17.50  and  more 

1 

4 

4 

— 

1 

— 

1 

7 

10 

”3" 

6 

2 

39 

Total 

17 

20 

40 

12 

13 

11 

21 

16 

33 

11 

12 

13 

219 

1 Excludes  State-wide  PCAs. 


tion  credit  corporation  of  the  dis- 
trict and  loans  which  exceed  50  per- 
cent of  the  association’s  capital  and 
guaranty  fund  must  be  approved  by 
the  Production  Credit  Commis- 
sioner of  the  Farm  Credit  Adminis- 
tration in  Washington. 

Data  tabulated  for  a sample  of 
the  PCAs  in  each  district  (including 
all  of  those  examined  during  July, 
August,  and  September  1950,  except 
the  State-wide  associations)  show  a 
wide  variation  among  districts  in 
the  percentage  of  outstanding  loans 
which  exceeded  10  percent  of  the 
association’s  net  worth  (table  5). 


Based  on  the  number  of  loans,  the 
range  was  from  0.03  percent  in 
Louisville  to  1.59  percent  in  Berke- 
ley. Based  on  the  dollar  amount 
of  loans,  the  range  was  much 
wider — from  0.89  percent  in  Louis- 
ville to  15.68  percent  in  Omaha. 

As  in  many  other  aspects  of  their 
lending  operations,  individual  asso- 
ciations vary  considerably  in  the 
extent  to  which  their  loan  volume  is 
concentrated  in  a few  unusually 
large  loans.  This  may  be  illus- 
trated by  selecting  from  each  dis- 
trict the  individual  association  with 
the  greatest  percentage  of  loan 
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volume  in  loans  exceeding  10  per- 
cent of  the  association’s  net  worth, 
and  comparing  the  extent  of  this 
concentration  in  large  loans  among 
the  several  districts.  The  last  col- 
umn of  table  5 shows  that  the 
association  in  the  Louisville  dis- 
trict having  the  greatest  concen- 
tration in  large  loans  had  only  7.44 
percent  of  its  total  loan  volume  in 
loans  exceeding  10  percent  of  its  net 
worth.  In  sharp  contract  with  this 
was  an  association  in  the  Wichita 
district  with  78.31  percent  of  its 
total  loan  volume  in  loans  exceeding 
10  percent  of  its  net  worth. 

Of  the  219  PCAs  included  in 
table  5,  69  had  no  loans  outstanding 
which  exceeded  10  percent  of  their 
net  worth;  95  associations  had  less 
than  1 percent;  and  only  3 associa- 
tions had  more  than  10  percent  of 
the  number  of  their  loans  in  this 
category  (table  6). 

In  terms  of  dollar  amount,  15 
percent  or  more  of  the  total  loans  of 
47  associations  exceeded  10  percent 
of  the  net  worth  but  in  77  associa- 
tions loans  in  this  class  accounted 
for  less  than  3 percent  of  total  loan 
balances.  It  is  again  apparent  that 
there  are  extremely  wide  variations 
among  districts,  and  among  PCAs 
within  a district,  in  the  extent  to 
which  risks  of  critical  losses  have 
been  assumed  through  making  loans 
which  are  large  relative  to  the 
association’s  net  worth. 

Further,  56  of  the  219  associa- 
tions had  one  or  more  loans  out- 
standing which  exceeded  20  percent 
of  their  net  worth.  The  loans 
which  exceeded  20  percent  of  net 
worth  accounted  for  10  percent  or 
more  of  total  loans  outstanding  in 


30  of  these  56  associations.  In  6 
associations  they  accounted  for  25 
percent  or  more  of  total  loans,  and 
for  less  than  5 percent  in  only  one 
association,  as  shown  below: 

Percent  of  outstanding  loan  bal- 
ance  accounted  for  by  loans 
exceeding  20  percent  of  net  of 


worth:  PCAs 

Less  than  5 1 

5-9.9 25 

10-14.9 12 

15-19.9 6 

20-24.9 6 

25-29.9 1 

30-34.9 2 

35  or  more 3 


Total 56 


A total  of  81  loans  for  $6,026,415 
exceeded  20  percent  of  their  respec- 
tive associations’  net  worth.  These 
loans  represented  0.5  percent  of  the 
number  and  12.2  percent  of  the 
amount  of  loans  outstanding  in  the 
56  associations. 

Examiners9  Ratings  of  Loans 

The  ratings  which  are  given  to  in- 
dividual loans  by  Production  Credit 
Corporation  (PCC)  examiners  at 
their  annual  credit  examinations 
provide  another  basis  for  judging 
the  quality  of  PC  A loans.  At  these 
examinations  the  credit  examiners 
classify  loans  into  four  groups, 
identified  as  A,  B,  C,  and  D.  The 
significance  of  these  four  classifica- 
tions is  indicated  by  the  following 
very  brief  descriptions: 

“A”— loans  with  no  more  than 
minor  weaknesses. 

“B” — loans  with  moderate  weak- 
nesses requiring  only  nor- 
mal supervision. 

“C” — loans  with  major  weakness 
requiring  special  supervi- 
sion. 
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“D” — loans  on  which  provisions 
for  estimated  losses  or 
charge-offs  are  recom- 
mended. 

For  the  country  as  a whole,  the 
examiners’  classification  of  out- 
standing loans  at  the  1949  and 
1950  credit  examinations  were  as 
follows: 


cent  in  number  and  20.0  percent  in 
amount  in  the  Berkeley  district. 
The  proportion  of  “A”  loans  ranged 
from  11.4  percent  of  the  number  in 
New  Orleans  to  50.8  percent  in 
Baltimore;  and,  on  an  amount 
basis,  from  20.2  percent  in  Colum- 
bia to  51.5  percent  in  Baltimore. 

Based  on  these  same  examination 


Loan  classification  by  PCC  examiners 

Percent  of  loans  outstanding 

1949 

1950 

Number 

Amount 

Number 

Amount 

A 

33.  6 

33.  7 

32.  1 

33.  7 

B 

56.  2 

51.  2 

57.  5 

52.  6 

C 

9.  3 

14.  1 

9.  5 

12.  9 

D 

. 9 

1.  0 

. 9 

. 8 

Total _ _ 

100.  0 

100.  0 

100.  0 

100.  0 

While  there  are  recognized  differ- 
ences in  the  quality  of  “C”  and  “D” 
loans,  there  are  grounds  for  combin- 
ing the  two  groups  for  purposes  of 
this  report.  First,  in  both  cases 
examiners  have  called  attention  to 
the  presence  of  definite  risk  elements. 
In  the  case  of  “D”  loans  specific 
reserves  for  losses  or  actual 
charge-offs  are  recommended  while 
in  the  judgment  of  the  examiners 
losses  may  be  avoided  on  “C”  loans 
only  through  special  supervisory 
attention.  A second  reason  for 
combining  the  groups  may  be  found 
in  the  supposition  that  under  less 
favorable  circumstances  the  “D” 
group  would  be  augmented  primarily 
from  the  “C”  group. 

There  are  wide  variations  in  the 
proportion  of  “C”  and  “D”  loans 
among  the  12  Farm  Credit  districts. 
They  ranged  from  5.2  percent  in 
number  and  7.8  percent  in  amount 
in  the  Louisville  district  to  16.4  per- 


ratings,  there  were  extremely  wide 
variations  among  individual  PCAs 
in  the  proportion  of  “C”  and  “D” 
loans.  Of  the  500  associations, 
only  5 had  no  “C”  or  “D”  loans 
while  58  had  20  percent  or  more  of 
the  number  of  their  loans  in  these 
two  categories  (table  7).  Of  these 
58  associations,  43  were  located  in 
the  Columbia,  New  Orleans,  St. 
Louis,  and  Berkeley  districts.  No 
associations  in  the  Louisville  and 
Houston  districts  had  as  many  as 
16  percent  of  their  loans  in  these  two 
classifications. 

Similar  comparisons  on  an 
amount  basis  show  even  wider 
differences  among  individual  PCAs 
(table  8).  For  the  country  as  a 
whole,  111  associations  had  20  per- 
cent or  more  of  their  loans  in  the 
“C”  and  “D”  categories,  and  in  33 
associations  the  proportion  exceeded 
30  percent.  Thus,  from  a compari- 
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Table  7. — Distribution  of  PCAs  by  the  percent  of  the  number  of  outstanding  loans  classified 
as  C or  D at  the  1950  PCC  credit  examination 


Percent  of  number  of  loans 
classed  C or  D 

District 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

United 

States 

Number  of  PCAs 

2 

1 

1 

1 

5 

0. 1-1.9 

1 

3 

4 

1 

1 

2 

1 

3 

16 

2-3.9 

1 

3 

4 

11 

2 

3 

2 

I 

2 

29 

4-5.9 

1 

8 

9 

12 

1 

1 

4 

7 

1 

9 

1 

4 

58 

6-7.9 

6 

8 

10 

7 

2 

4 

6 

7 

8 

13 

4 

4 

79 

8-9.9 

3 

6 

11 

2 

5 

10 

4 

4 

6 

5 

4 

60 

10-11.9 ... 

7 

5 

9 

3 

4 

6 

8 

4 

3 

1 

"4" 

6 

60 

12-13.9 

5 

2 

6 

1 

1 

8 

10 

8 

7 

2 

4 

2 

56 

14-15.9.  

1 



6 



1 

2 

13 

2 

4 

3 

3 

3 

38 

16-17.9 

4 

— 

2 

— 

2 

4 

4 

2 

1 

— 

1 

— 

20 

18-19.9 

3 

5 

2 

2 

2 

1 

5 

1 

21 

20-21.9.  

2 



2 



3 

1 

2 

"~2~ 

3 



2 



17 

22-23.9 

2 

1 

1 

1 

1 

6 

24-25.9 ..  . 

6 

1 

8 

26-27.9.  ... 

3 

1 

2 

6 

28-29.9 

1 

2 

3 

30-39.9 . 

1 

5 

2 

3 

1 

1 

13 

40-49.9 

3 

1 

4 

50  and  more . 

1 

Total 

35 

36 

87 

40 

26 

45 

54 

40 

41 

36 

30 

30 

500 

Table  8. — Percent  of  the  amount  of  outstanding  loans  classified  as  C or  D at  1950  PCC 

credit  examinations  by  districts 


District 


Percent  of  amount  of  loans 
classed  as  C or  D 


United 

States 


Number  of  PCAs 


None  . . 
0.1-1. 9. 
2-3.9. . 
4-5.9. . 
6-7.9.. 


8-9.9 

10-11.9 

12-13.9 

14-15.9 

16-17.9 

18-19.9 

20-21.9 

22-23.9 

24-25.9 

26-27.9 

28-29.9 

30-39.9 

40-49.9 

50  and  more 


2 

1 

1 

1 

5 

2 

4 

3 

1 

1 

.... 

2 

3 

1 

1 

2 

20 

1 

6 

8 

1 

3 

3 

3 

2 

1 

29 

1 

5 

11 

10 

4 

4 

1 

1 

4 

42 

1 

9 

9 

5 

2 

1 

2 

6 

6 

4 

1 

46 

2 

10 

3 

1 

2 

4 

3 

4 

3 

5 

2 

3 

42 

3 

5 

7 

4 

5 

5 

3 

3 

2 

9 

1 

3 

50 

5 

1 

5 

3 

5 

7 

4 

4 

4 

2 

2 

42 

7 

1 

5 

3 

4 

8 

1 

4 

3 

2 

3 

42 

1 

1 

5 

1 

— 

3 

9 

4 

2 

3 

3 

3 

35 

5 

5 

1 

3 

8 

5 

3 

1 

1 

1 

3 

36 

3 



3 



1 

2 

7 

1 

2 

1 

2 

1 

23 

1 

____ 

1 

2 

1 

5 

2 

3 

1 

1 

1 

18 

3 

5 

2 

2 

2 

1 

16 

4 

2 

1 

2 

3 

12 

1 

1 

2 

1 

1 

3 

.... 

9 

6 

2 

3 

2~ 

2 

4 

21 

1 

5 

1 

2 

1 

10 

1 

1 

2 

35 

36 

87 

40 

26 

45 

54 

40 

41 

36 

30 

30 

500 

Total 
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Table  9. — Relationship  of  percent  of  amount  of  outstanding  PCA  loans  classed  as  C or 

D to  reserves , Dec.  31,  1950 


Percent  of  loans  classed  as  C or  D, 

Number  of 

Reserves  Dec.  31,  1950,  in  percent  of 
maximum  loans  outstanding  in 
preceding  5 years  1 

based  on  amount 2 

PCAs 

Provisions 
for  bad  debt 
losses  3 

Accumulated 

earnings 

Total 

reserves 

Less  than  5.05_ __ 

72 

0.  24 

10.  8 

11.  0 

5-9.  9 _ _ 

111 

. 27 

10.  6 

10.  9 

10-14.9 

114 

. 42 

10.  2 

10.  6 
10.  4 

15-19.9  ___  _ __  __ 

91 

. 28 

10.  1 

20-24.9  

49 

. 52 

10.  5 

11.  0 

25-29.9  _ _________  _ _ 

29 

. 57 

11.  4 

12.  0 

30  and  more _ 

33 

1.  16 

9.  3 

10.  5 

Total 

4 499 

CO 

11.  7 

12.  1 

1 All  except  the  “Total”  line  are  unweighted  averages  of  the  relative  reserves  for  individual  associations. 
They  are  lower  than  would  result  from  weighted  averages  obtained  from  totals  of  the  dollar  amount  because 
the  larger  associations  generally  have  reserves  which  are  larger  relative  to  outstanding  loans  than  the  small 
associations. 

2 Based  on  1950  examinations  by  PCC  credit  examiners. 

* Includes  provision  for  losses  on  property  acquired  in  liquidation  of  loans. 

4 Puerto  Rico  not  included. 


son  of  distributions  based  on  the 
number  and  amount  of  “C”  and 
“D”  loans,  it  is  apparent  that  a few 
associations  in  each  district  have 
some  large  loans  with  recognized 
weaknesses.  Such  loans  could  cur- 
tail the  credit  services  of  the  asso- 
ciations, either  temporarily  as  a 
result  of  their  becoming  ineligible 
for  rediscount  with  the  Federal  In- 
termediate Credit  Bank  (FICB)  or 
through  losses  which  would  seri- 
ously weaken  the  association’s 
financial  strength.  These  data  em- 
phasize the  differences  that  exist 
among  PCAs  within  each  district 
with  respect  to  the  quality  of  loans, 
and  thus  in  the  risk  which  they  en- 
tail. Some  of  the  differences  among 
districts  revealed  by  tables  7 and  8 
may  result  from  differences  in  the 
standards  used  by  different  credit 
examiners  but  this  factor  could 


account  for  little  if  any  of  the 
differences  among  PCAs  in  a given 
district. 

These  data  on  the  proportion  of 
“C”  and  “D”  loans  take  on  added 
significance  when  related  to  the 
reserves  available  to  offset  losses. 
Except  for  the  group  of  33  associa- 
tions with  “C”  and  “D”  loans 
equal  to  30  percent  or  more  of  total 
loans  outstanding  at  time  of  the 
1950  credit  examination,  the  asso- 
ciations with  a large  proportion  of 
“C”  and  “D”  loans  had  made  only 
slightly  larger  provision  for  bad  debt 
losses  at  December  30,  1950,  than 
those  with  less  than  5 percent  of 
their  loans  in  the  “C”  and  “D” 
categories  (table  9).  Furthermore, 
surplus  reserves  (accumulated  earn- 
ings) also  showed  no  tendency  to 
increase  as  the  proportion  of  “C” 
and  “D”  loans  increased. 


RISK  PROBLEMS  OF  PCAs 


27 


Capital  and  Surplus  Position  of  PCAs 


Total  Net  Worth 

Since  their  establishment  with 
capital  provided  principally  by  the 
Federal  Government,  PCAs  have 
made  substantial  progress  toward 
their  goal  of  complete  farmer-mem- 
ber ownership.  As  of  January  2, 
1951,  a total  of  176  PCAs  were 
completely  member-owned.  For  all 
associations  combined  member- 
owned  capital  stock  amounted  to 
$71,144,721  and  Government  capi- 
tal, as  represented  by  PCC-owned 
class  A stock,  to  only  $15,728,250 
or  18.1  percent  of  the  total.  In 
addition  to  the  progress  they  have 
made  in  repaying  Government  cap- 
ital, PCAs  had  accumulated  earn- 
ings of  $63,868,514  by  the  close  of 
1950,  giving  them  a total  net  worth 
of  $150,741,485. 

The  use  of  earnings  and  proceeds 
from  sale  of  class  A stock  to  mem- 
bers to  retire  Government  capital 
has  prevented  associations  from 
adding  rapidly  to  their  capital  ac- 
counts, with  the  result  that  at  the 
close  of  1950  their  total  capital  was 
only  16.5  percent  larger  than  in 
1942.  Yet  during  this  same  period 
the  volume  of  their  loans  outstand- 
ing, measured  at  annual  peaks,  in- 
creased 119  percent.  Since  a given 
amount  of  net  worth  will  support 
only  a certain  volume  of  loans, 
whether  the  net  worth  is  repre- 
sented by  Government  capital  or  by 
member-owned  stock  and  accumu- 
lated earnings,  it  is  apparent  that 
the  PCAs  are  less  adequately  cap- 
italized now  than  was  the  case  in 
1942.  The  ratio  of  maximum  loans 


outstanding  to  total  net  worth  in- 
creased steadily  from  1942  to  1949, 
rising  from  1.9  to  1 in  1942  to  3.7 
to  1 in  1949.  A small  reduction 
came  in  1950,  when  the  ratio  fell  to 
3.6  to  1.  It  should  be  borne  in 
mind,  however,  that  the  funds  em- 
ployed to  retire  Government  capi- 
tal have  been  returned  to  a revolv- 
ing fund  which,  under  present 
arrangements  at  least,  may,  in  case 
of  need,  be  utilized  to  buttress  the 
capital  position  of  the  system. 

As  with  other  measures  of  associ- 
ation strength,  there  is  considerable 
variation  among  districts  with  re- 
spect to  the  ratio  of  loans  to  net 
worth.  In  1950,  individual  districts 
showed  a range  from  3.1  to  1 in 
Berkeley  to  4.5  to  1 in  Omaha. 
Individual  PCAs  showed  a much 
wider  range:  in  18  of  the  500  PCAs 
the  loan  to  net  worth  ratio  was  less 
than  3 to  1,  but  57  associations  had 
ratios  of  5 to  1 or  higher  (table  10). 
Wide  differences  in  ratios  are  char- 
acteristic of  associations  in  each  of 
the  Farm  Credit  districts. 

Surplus  (Accumulated  Earnings) 

The  surplus  portion  of  total  net 
worth  serves,  of  course,  as  a cushion 
to  absorb  unexpected  losses,  over 
and  above  the  valuation  reserves 
set  aside  against  specific  assets,  and 
thus  to  forestall  impairment  of 
capital  stock.  As  of  December  31, 
1950,  PCAs  had  accumulated  earn- 
ings of  $63,868,514 — 11.7  percent 
of  their  maximum  loans  outstanding 
during  1950.  This  compares  with 
a peak  of  12.9  percent  in  1945  and 
with  10.1  percent  in  1942. 
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Table  10. — Distribution  of  PCAs  by  ratio  of  maximum  loans  outstanding  in  preceding  5 years 

to  net  worth , Dec.  37,  1950  1 


As  with  the  ratio  of  maximum 
loans  outstanding  to  total  net 
worth,  the  cushion  of  accumulated 
earnings  relative  to  loan  volume 
varies  widely  among  districts  and 
individual  associations  in  each  dis- 
trict. For  individual  districts,  the 
range  in  1950  was  from  8.7  percent 
in  Louisville  to  15.3  in  Berkeley. 
For  the  country  as  a whole,  28 
PCAs  had  accumulated  earnings 
equal  to  less  than  7 percent  of  their 
maximum  loans  outstanding  during 
the  preceding  5 years  while  21  had 
16  percent  or  more  (table  11). 

A comparison  of  data  on  accu- 
mulated earnings  relative  to  maxi- 


mum loans  outstanding  with  the 
record  of  PCA  loss  experience  to 
date  would  indicate  that,  with  a few 
possible  exceptions,  the  associations 
are  in  a strong  position  to  meet 
losses  in  excess  of  those  that  would 
be  covered  by  specific  valuation 
reserves.  However,  when  reference 
is  made  to  the  loss  experience  of 
commercial  banks  and  of  agricul- 
tural credit  corporations  during  the 
past  30  years,  it  would  appear  that 
an  extended  period  of  even  moder- 
ately unfavorable  economic  condi- 
tions in  agriculture,  such  as  1923-29 
or  1937-40,  could  result  in  losses  that 
would  be  high  relative  to  the  ac- 
cumulated earnings  of  many  PCAs. 
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Table  11. — Distribution  of  PCAs  by  the  percent  of  their  total  accumulated  earnings  at  Dec. 
31 , 1950,  to  their  maximum  loans  outstanding  in  the  preceding  5 years  1 


Percent  of  accumulated 
earnings  to  maximum 
loans  outstanding 

District 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

United 

States 

Number  of  PCAs 

1 

1 

1 

1 

4 

5-5.9 

2 

1 

1 

1 

6 

6-6.9  __ 

5 

~4~ 

1 

5 

2 

1 

1 

18 

7-7.9 

5 

1 

3 

10 

'2 

5 

5 

4 

1 

3 

1 

40 

8-8.9 

6 

3 

16 

9 

5 

12 

12 

6 

3 

7 

4 

84 

9-9.9 

5 

4 

14 

7 

3 

11 

10 

7 

5 

7 

1 

7 

81 

10-10.9 

6 

7 

11 

3 

2 

7 

7 

4 

13 

6 

5 

6 

77 

11-11.9—  

7 

4 

19 

2 

1 

1 

6 

3 

6 

4 

7 

2 

62 

12-12.9  . 

3 

6 

9 

1 

6 

2 

2 

6 

3 

3 

2 

1 

44 

13-13.9 

2 

4 

7 

— 

2 

1 

4 

2 

5 

1 

3 

3 

34 

14-14.9  __ 

3 

3 

2 

3 

1 

j 

2 

2 

17 

15-15.9 

1 

3 

1 

1 

1 

5 

12 

16-16  9 

1 

1 

2 

4 

17-17.9  _ _ 

1 

1 

i 

3 

18-18  9 

1 

1 

1 

1 

1 

5 

19-19  9 

20-24  9 

1 

2 

1 

1 

i 

7 

25  and  more 

1 

i 

2 

Total  _ _ 

35 

36 

87 

40 

26 

45 

54 

40 

41 

36 

30 

30 

500 

1 Earnings  are  before  “general  provision  for  undetermined  losses  in  tax-paying  associations.” 


Income  Posifion  of  PCAs 


It  is  not  the  purpose  of  this  report 
to  present  a detailed  analysis  of 
differences  in  the  income  position  of 
production  credit  associations  and 
related  factors,  such  as  loan  volume, 
size  of  loans,  rate  of  income  from 
loans,  operating  efficiency,  ade- 
quacy of  capital,  extent  of  subsidy 
in  the  form  of  free  Government 
capital,  etc.  Rather  its  main  objec- 
tive is  to  show  what  the  income 
record  of  the  associations  has  been, 
and  particularly  how  this  record  has 
varied  among  associations  as  an  indi- 
cation of  their  ability  to  withstand 
future  losses  on  loans.  These  same 
data  will  serve  also  to  indicate  the 
capacity  of  the  production  credit 
system  to  support  a cooperative 
program  designed  to  spread  the 
risks  of  loss  more  widely  than  among 
998113°— 52 5 


the  stockholders  of  a single  associ- 
ation. 

Prior  to  1947,  interest  rates  on 
PCA  loans  were  uniform  throughout 
the  country.  This,  however,  did 
not  mean  that  PCA  rates  of  gross 
income  on  loans  were  uniform,  since 
there  were  substantial  differences  in 
the  service  fees  charged  by  individ- 
ual associations.  As  shown  by  dis- 
trict averages  of  gross  income  per 
$100  of  average  loan  balance  out- 
standing, the  effective  interest  rate 
on  loans  has  varied  widely  among 
districts  (table  12).  In  other  words, 
loan-service  fees  have  been  used  in 
varying  degrees  in  different  districts 
to  provide  additional  income.  For 
example,  in  the  Springfield  and 
Omaha  districts  the  rate  of  gross 
loan  income  per  $100  of  average 
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Table  12. — PCA  gross  loan  income  per  $100  average  balance  of  loans  outstanding,  by 

districts,  1936-50  1 


District 


Year 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

United 

States 

Gross  loan  income  per  $100  of  loans  outstanding 

1936 

$5.  60 

$6.  15 

$7.  65 

$6.  43 

$7.  26 

$6.  79 

$6.  17 

$5.  62 

$5.  93 

$6.  88 

$5.  68 

$5.  71 

$6.  30 

1937 

5.  56 

6.  61 

8.  27 

6.  52 

8.  59 

6.  69 

6.  29 

5.  71 

5.  93 

5.  95 

5.  82 

5.  73 

6.  34 

1938  

5.  40 

6.  29 

7.  22 

6.  37 

7.  55 

6.  54 

6.  11 

5.  69 

6.  01 

5.  89 

5.  68 

5.  60 

6.  13 

1939  

5.  10 

6.  13 

6.  83 

5.  89 

7.  00 

5.  97 

5.  91 

5.  34 

5.  70 

5.  67 

5.  48 

5.  48 

5.  84 

1940 

4.  88 

5.  82 

6.  50 

5.  60 

6.  54 

5.  77 

5.  61 

5.  06 

5.  35 

5.  36 

5.  27 

5.  18 

5.  56 

1941__ 

4.  81 

5.  56 

6.  39 

5.  49 

6.  17 

5.  56 

5.  47 

4.  94 

5.  22 

5.  16 

5.  20 

5.  21 

5.  42 

1942 

4.  76 

5.  27 

6.  03 

5.  37 

5.  81 

5.  44 

5.  28 

4.  86 

5.  18 

5.  06 

5.  08 

4.  96 

5.  26 

1943 

4.  76 

5.  41 

6.  06 

5.  28 

5.  89 

5.  37 

5.  05 

4.  77 

5.  14 

5.  11 

5.  04 

4.  99 

5.  24 

1944 

4.  73 

5.  38 

5.  89 

5.  26 

5.  77 

5.  34 

5.  07 

4.  76 

5.  14 

5.  23 

4.  99 

5.  04 

5.  24 

1945 

4.  71 

5.  36 

5.  92 

5.  30 

5.  82 

5.32 

5.  10 

4.  75 

5.  24 

5.  46 

5.02 

5.  04 

5.  28 

1946 

4.  71 

5.32 

5.  93 

5.32 

5.  82 

5.  39 

5.  19 

4.  75 

5.  20 

5.  51 

5.  01 

4.  98 

5.  30 

1947  

4.  70 

5.  27 

6.  07 

5.  33 

6.  01 

5.  53 

5.  22 

4.  74 

5.  18 

5.  69 

5.  20 

5.  05 

5.  38 

1948 

5.  07 

5.  52 

6.  55 

5.  53 

6.  28 

5.  86 

5.  56 

4.  64 

5.  31 

6.  15 

5.  26 

5.  40 

5.  64 

1949 

5.45 

5.  86 

7.  15 

5.  95 

6.  54 

6.  23 

6.  13 

5.  29 

5.  57 

6.  63 

5.  32 

5.  58 

6.  04 

1950  ___  

5.  58 

5.  88 

7.  25 

5.  97 

6.  64 

6.  26 

6.  17 

5.31 

5.  60 

6.  56 

5.,  43 

5.  58 

6.  07 

1 Gross  loan  income  consists  of  gross  interest  on  loans  (less  patronage  refunds)  and  loan  service  fees, 
including  fees  paid  for  abstracts,  filing,  etc. 


Table  13. — Distribution  of  PCAs  by  1950  rate  of  gross  loan  income  per  $100  of  average 
loan  balance  outstanding  during  the  year,  by  districts  1 


Gross  loan  income  per  $100 
average  balance  of  loans  out- 
standing 

District 

1 

2 

3 

4 

5 

6 

7 

8 

9 

l 10 

11 

12 

United 

States 

Number  of  PCAs 

Less  than  $5.00 

1 

1 

4 

1 

6 

13 

$5.00— $5.49 

8 

4 

2 

4 

1 

11 

11 

4 

7 

9 

61 

$5.50-$5.99 

23 

20 

1 

17 

5 

11 

9 

23 

25 

3 

14 

16 

167 

$6.00— $6.49  __  __  _ __ 

2 

9 

12 

17 

4 

12 

41 

2 

5 

6 

3 

3 

116 

$6.50-$6.99 

1 

3 

26 

3 

10 

4 

2 

8 

2 

59 

$7.00— $7.49 

29 

6 

8 

1 

5 

49 

$7.50-$7.99 

12 

1 

4 

3 

20 

$8.00  and  more 

7 

2 

6 

15 

Total _ _ __ 

35 

36 

87 

40 

26 

45 

54 

40 

41 

36 

30 

30 

500 

1 Gross  loan  income  consists  of  gross  interest  on  loans  (less  patronage  refunds)  and  loan  service  fees, 
including  fees  paid  for  abstracts,  filing,  etc. 


loan  balance  outstanding  did  not 
exceed  $5.75  during  1936-39  when 
the  interest  rate  was  5 percent, 
which  meant  that  the  loan-service 
fees  averaged  less  than  three-fourths 
of  1 percent  of  loans  outstanding. 
In  contrast,  in  the  Columbia  and 
New  Orleans  districts  during  the 
same  period  gross  loan  income  per 


$100  of  average  loan  balance  out- 
standing exceeded  $7,  and  in  1937 
reached  $8.59  in  the  New  Orleans 
district. 

During  1938-39,  and  also  from 
1940  to  1946,  when  PCA  interest 
rates  were  uniformly  4K  percent, 
there  was  substantial  reduction  in 
loan  service  fees,  as  indicated  by  the 
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Table  14. — PCA  annual  net  earnings,  before  losses  and  patronage  refunds,  in  percent  of  the 
average  amount  of  loans  outstanding  for  the  year,  by  districts,  1936-50 


District 


1 

2 

3 

4 

5 

6 

l 7 

8 

9 

10 

11 

12 

United 

States 

Net  earnings  in  percent  of  average  amount  of  loans  outstanding 

1936. _ 

1.68 

2.22 

3.00 

2.  75 

3.75 

2.92 

2.08 

2.73 

2.74 

2.44 

2. 10 

2.75 

2.62 

1937 

2.06 

2.95 

2.  84 

2.  13 

3.94 

2.35 

1.87 

2.56 

2.69 

2.66 

2.86 

2.63 

2.  58 

1938 

2.38 

2.  70 

2.55 

1.92 

3.25 

1.77 

1.71 

; 2.52 

2.47 

2.  64 

2.70 

2.51 

2.38 

1939 

2.32 

2.  78 

2.44 

1.66 

3.33 

1.91 

1.  75 

2.50 

2.47 

2.43 

2.67 

| 2.48 

2.33 

1940 

2.30 

2.51 

2.28 

1.45 

3.21 

1.78 

1.79 

2.37 

2.48 

2.27 

2.63 

2.51 

2.  24 

1941 

1.82 

1.91 

1.97 

0.73 

2.33 

1.31 

1.32 

1 1.84 

2.07 

1.38 

2.34 

2.24 

1.  71 

1942  

1.35 

1.48 

1.92 

0.  41 

1.76' 

1.14 

0.61 

t 1.55 

1.  76 

0.91 

2.03 

1.80 

1.35 

1943 

1.  21 

1.57 

2.00 

0.92 

1.98 

1.  18 

1.23 

1.  74 

1.72 

1 1.19 

2.22 

; 2.  io 

1.54 

1944 

1.28 

1.72 

1.94 

0.92 

2.02 

1.03 

1. 11 

1.44 

1.68 

1.46 

2.01 

1.85 

1.51 

1945 

1.20 

1.73 

1.91 

0.93 

1.71j 

1.16 

1. 14 

1. 44 

1.53 

1.98 

1.78 

1.51 

1946 

1.29 

1.81 

2.02 

1.08 

1.97 

1.21 

1.05 

1.36 

1.74 

1.77 

1.74 

1.74 

1.56 

1947 

1.36 

1.  79 

2.69 

1.33 

1.94 

1.52 

1.24 

1.43 

1 1.84 

| 2.02 

1.74 

j 1.77 

1.  70 

1948 

1.58 

2.00 

2.36 

1.65 

2.02 

1.97 

1.44 

1.68 

2.07 

! 2.06 

1 1.63 

! 1.79 

1.87 

1949 

1.59 

2.01 

2.55 

1.65 

2.20 

1.99 

1.63 

1.94 

2.06 

2.27, 

1.51 

1.81 

1.95 

1950 

1.54 

2.09 

2.58 

1.57 

2.33 

1.96 

1.75 

1.58 

j 1.89 

1 H 

1.47 

1.68 

1.87 

decline  of  more  than  $1  in  the  rate 
of  gross  loan  income  for  the  country 
as  a whole. 

Differences  among  districts  in  in- 
terest rates  charged  borrowers  by 
PCAs  were  introduced  during  1947 
as  a result  of  differences  in  FICB 
discount  rates,  but  it  was  not  until 
January  1,  1948,  that  individual 
associations  within  a district  were 
authorized  to  charge  different  rates. 
Under  this  authorization,  rates 
could  range  from  3 to  4 percent 
above  the  FICB  discount  rate.  As 
a result,  interest  rates  were  in- 
creased by  many  associations  to 
offset  rising  costs  of  operations  and 
also  in  order  to  build  up  reserves 
more  rapidly.  These  changes,  plus 
increases  occasioned  by  higher 
FICB  discount  rates,  resulted  in  a 
rise  in  gross  loan  income  per  $100 
of  average  loan  balance  outstanding 
to  $6.07  in  1950  for  the  country  as 
a whole.  By  districts,  the  range 
was  $5.31  in  Omaha  to  $7.25  in  Co- 
lumbia. 


For  individual  PCAs,  gross  loan 
income  in  1950  per  $100  of  average 
loan  balance  outstanding  ranged 
from  $4.01  to  $9.09.  In  35  associ- 
ations the  rate  amounted  to  $7.50 
or  more,  and  in  13  associations  it 
was  less  than  $5  (table  13).  All 
except  one  of  the  35  associations 
with  gross  loan  income  rates  of 
$7.50  or  more  were  in  the  Columbia, 
St.  Louis,  and  Houston  districts. 

For  the  country  as  a whole,  net 
PCA  earnings  during  1950  (before 
losses  and  patronage  refunds) 
amounted  to  $8,873,779,  or  1.87  per- 
cent of  the  average  amount  of  loans 
outstanding  during  the  year.  In 
other  words,  the  system  had  this 
amount  available  from  1950  opera- 
tions to  provide  for  losses  (actual 
and  anticipated),  to  pay  dividends 
and  patronage  refunds,  and  to 
strengthen  its  financial  position. 
The  1950  rate  of  net  earnings  rep- 
resents an  increase  of  38  percent 
from  the  low  point  reached  in  1942, 
but  is  somewhat  lower  than  the 
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Table  15. — Distribution  of  PCAs  by  the  percent  that  1950  net  earnings,  before  losses  and 
patronage  refunds,  were  of  the  average  amount  of  loans  outstanding  in  1950 


Net  earnings  in  percent  of  aver- 
age loans  outstanding 

District 

‘ 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

United 

States 

Number  of  PCAs 

Less  than  0.50 

1 

1 

1 

2 

5 

0.50-0.99 

4 

4 

3 

4 

2 

2 

2 

1 

22 

1.00-1.19  _ 

2 

3 

____ 

5 

5 

2 

4 

7 

3 

32 

1.20-1.39  

8 

2 

6 

6 

2 

~~3~ 

9 

1 

5 

3 

3 

4 

52 

1.40-1.59 

3 

4 

4 

7 

4 

5 

5 

11 

3 

4 

9 

3 

62 

1.60-1.79 

3 

6 

7 

11 

10 

15 

6 

11 

7 

4 

6 

86 

1.80-1.99 __  _ __ 

5 

2 

6 

5 

~~6_ 

3 

7 

7 

7 

8 

1 

6 

63 

2.00-2.19  _ _ 

2 

3 

6 

2 

7 

6 

2 

4 

4 

1 

4 

41 

2.20-2.39  __  _ 

5 

7 

7 

2 

"~3~ 

1 

2 

3 

4 

2 

1 

1 

38 

2.40-2.59 

7 

18 

3 

2 

3 

3 

1 

37 

2.60— 2. 79_  _ 

1 

3 

8 

2 

3 

2 

1 

20 

2.80-2.99,.  _ _ 

1 

2 

7 

2 

2 

13 

3.00-3.99 

1 

16 

4 

6 

1 

28 

4.00  and  more 

1 

1 

Total 

35 

36 

87 

40 

26 

45 

54 

40 

41 

36 

30 

30 

500 

range  from  1936  to  1940  of  2.24  to 
2.62  percent  (table  14).  Net  earn- 
ings for  1950  amounted  to  six  times 
the  net  charge  to  earnings  for  losses 
on  loans  and  acquired  property 
during  the  year,  and  exceeded  total 
losses  from  organization  to  date  by 
38  percent. 

For  individual  districts,  1950  net 
earnings  (before  losses  and  patron- 
age refunds)  ranged  from  1.47  per- 
cent in  Berkeley  to  2.58  percent  in 
Columbia.  In  all  districts  except 
Berkeley  and  Spokane,  the  rate  of 
net  earnings  during  recent  years  has 
tended  to  increase  from  the  low 
points  reached  during  the  early  or 
middle  1940’s.  In  these  two  dis- 
tricts, however,  the  1950  rate  was 
the  lowest  recorded  during  the  past 
15  years. 

Although  the  PCA  system  taken 
as  a whole,  or  on  an  individual  dis- 
trict basis,  has  shown  a sustained 


record  of  net  earnings  over  the  past 
15  years,  the  important  considera- 
tion from  the  standpoint  of  the  need 
for  a wider  spreading  of  risks  is  the 
earnings  record  of  individual  PCAs. 
A high  average  rate  of  earnings  for  a 
district  may  mean  little  to  the  indi- 
vidual association  in  covering  its 
losses.  Data  on  1950  net  earnings 
(before  losses  and  patronage  divi- 
dends) show  that  27  individual  asso- 
ciations had  a net  earning  rate  of 
less  than  1 percent  of  average  loans 
outstanding  during  that  year.  At 
the  other  extreme,  there  were  29 
associations  with  net  earnings  of  3 
percent  or  more  (table  15).  All  dis- 
tricts experienced  wide  differences 
in  net  earnings  among  individual 
associations  in  1950.  Based  on  data 
shown  earlier  on  accumulated  earn- 
ings to  1950  (table  11),  this  condi- 
tion would  seem  to  be  typical  of  the 
system  throughout  its  history. 
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Summary  and  Conclusions 


The  analysis  of  the  loss  experience 
of  production  credit  associations 
and  other  farm  lending  institutions 
may  be  summarized  as  follows: 

(1)  PCAs  have  had  a favorable 
loss  experience  from  organization 
to  date.  System-wide  losses  have 
been  only  0.09  percent  of  total  cash 
advanced  through  1950.  Only  8 
of  the  688  associations  organized 
since  1933  have  been  liquidated 
primarily  because  of  actual  or  antic- 
ipated losses,  and  only  9 additional 
associations  have  sustained  tem- 
porary impairment  of  class  B stock. 

(2)  It  would  be  a mistake  to 
conclude  from  experience  to  date, 
however,  that  production  credit 
associations  could  maintain  an 
equally  good  experience  under  less 
favorable  circumstances  than  have 
prevailed  since  their  organization. 
Institutions  making  production 
loans  to  farmers,  such  as  national 
banks  and  agricultural  credit  cor- 
porations, which  have  had  records 
of  loss  experience  in  recent  years 
equally  as  favorable  as  those  re- 
corded by  production  credit  asso- 
ciations, sustained  heavy  losses  in 
earlier  years  when  economic  condi- 
tions were  less  favorable.  Losses 
of  these  lenders  were  heaviest,  of 
course,  during  the  early  1930’s  but 
they  were  by  no  means  confined  to 
this  period. 

(3)  Even  during  the  period  of 
PCA  operations,  there  have  been 
years  in  which  losses  have  been 
very  much  higher  than  those  indi- 
cated by  the  over-all  experience 
of  the  system  since  its  organization. 


(4)  Loss  experience  among  PCAs 
has  varied  widely  among  regions 
and  among  the  associations  of  the 
several  districts.  Furthermore,  the 
regions  in  which  PCA  loss  ex- 
perience has  been  most  favorable 
in  recent  years  are  in  many  cases 
the  ones  in  which  the  heaviest  losses 
were  sustained  by  lenders  in  earlier 
periods. 

(5)  Production  credit  associations 
have  made  commendable  progress 
in  the  retirement  of  Government 
capital,  but  this  use  of  earnings  and 
proceeds  from  the  sale  of  class  A 
stock  to  members  has  necessarily 
lessened  their  ability  to  build  up 
capital  and  reserves.  In  fact,  as  a 
result  of  more  rapid  increases  in 
loan  volume  than  in  net  worth,  the 
consolidated  balance  sheet  of  pro- 
duction credit  associations  reveals 
a somewhat  weaker  capital  position 
today  than  in  the  early  1940’s. 
While  the  retirement  of  Government 
capital  has  restricted  the  ability 
of  associations  to  accumulate  net 
worth,  funds  returned  to  the  United 
States  Treasury  have  been  paid 
into  a revolving  fund  which,  under 
present  arrangements  at  least,  may 
be  made  available  for  use  by  the 
production  credit  system  in  the 
event  of  capital  stringency. 

(6)  With  respect  also  to  their 
accumulated  reserves  relative  to 
loans  outstanding,  production  credit 
associations  are  hardly  better  situ- 
ated today  than  they  were  8 years 
ago.  Total  accumulated  reserves 
of  the  system  expressed  as  a per- 
centage of  the  maximum  amount 
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of  loans  outstanding  stood  at  10.1 
percent  in  1942  and  in  1950  were 
11.7  percent.  Individual  associa- 
tions differ  widely,  one  from  an- 
other, in  their  ability  to  absorb 
losses  on  loans. 

(7)  While  the  quality  of  PCA 
loans  as  a whole  appears  good, 
there  also  appear  to  be  points  of 
weakness.  Particularly,  some  as- 
sociations have  substantial  propor- 
tions of  their  resources  invested  in 
relatively  large  loans  which,  while 
they  are  currently  in  good  condi- 
tion, could  create  acute  difficulties 
under  less  favorable  conditions. 
Also,  there  are  wide  differences  in 
the  frequency  with  which  loans  of 
“C”  and  “D”  grade  are  found  in 
the  portfolios  of  individual  asso- 
ciations. 

(8)  With  the  exception  of  a rela- 
tively few  associations,  the  current 
earnings  position  of  the  production 
credit  system  as  a whole  is  a favor- 
able one.  Net  earnings  (before 
losses  and  patronage  refunds)  during 
1950  were  1.87  percent  of  the  aver- 
age amount  of  loans  outstanding 
for  the  system  as  a whole. 

On  the  basis  of  these  findings  con- 
cerning the  loss  experience  and  cur- 
rent financial  position  of  PCAs,  the 
following  conclusions  may  be  drawn 
on  the  general  problem  of  losses : 

(1)  High  loss  rates  on  loans  to 


farmers  have  been  closely  associated 
in  the  past  with  unfavorable  prices 
and  climatic  conditions.  If  these 
should  recur  in  the  future,  PCAs 
might  have  to  absorb  losses  at  con- 
siderably higher  levels  than  those 
experienced  since  the  organization 
of  the  system.  The  ability  of  as- 
sociations to  absorb  these  losses 
(which  will  vary  greatly  from  one 
association  to  another)  will  depend 
upon  (a)  the  amount  of  reserves 
they  have  accumulated  and  (b)  on 
whether  these  reserves  are  employed 
by  individual  associations  or  on 
some  cooperative  basis. 

(2)  The  experience  of  the  system 
and  the  experience  of  other  farm 
lending  institutions  in  earlier  and 
less  favorable  years,  clearly  indi- 
cate that  the  severity  of  loss  ex- 
perience will  vary  considerably  from 
one  district  to  another  and  even 
from  one  association  to  another 
within  the  same  district.  It  would 
be  difficult,  of  course,  for  the  pro- 
duction credit  system  as  a whole  to 
fortify  itself  to  the  point  where  it 
can  withstand,  without  external 
help,  long  periods  of  widespread 
farm  distress.  Nonetheless,  im- 
portant and  useful  measures  can  be 
adopted  to  strengthen  the  system’s 
ability  to  cope  successfully  with 
less  general  and  less  prolonged 
difficulties. 
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Part  II 

Some  Alternative  Methods  of  Risk-Bearing 
Available  to  PCAs 


AS  indicated  in  the  introduction 
•L*-  to  this  report,  the  committee 
did  not  conceive  its  function  to  be 
that  of  exploring  in  detail  all  pos- 
sible methods  of  risk-bearing  avail- 
able to  PCAs  or  of  recommending 
the  adoption  of  a particular  method. 
Rather,  its  job  was  that  of  exploring 
a few  key  alternatives  involving 
substantially  different  approaches 
to  the  risk  problem  with  a view  to 
stimulating  thought  and  discussion. 
Detailed  studies  of  legal,  financial, 
and  operational  problems  under 
various  alternatives  and  decisions  as 
to  what  steps,  if  any,  shall  be  taken 
with  a view  to  improving  the  ability 
of  PCAs  to  successfully  deal  with 
risks  in  agricultural  lending  are 
clearly  a matter  for  the  Farm  Credit 
Administration  and  the  members, 
directors,  and  officers  of  production 
credit  associations. 

Three  principal  approaches  might 
be  taken  to  the  risk-bearing  prob- 
lem. First,  the  system  might  con- 


tinue under  its  present  form  of 
organization  and  present  policies, 
leaving  the  problem  of  risk-bearing 
to  individual  associations  with  such 
help  as  may  be  provided  by  U.  S. 
Government  subscriptions  to  class 
A stock.  A second  possible  ap- 
proach is  to  make  no  basic  change 
in  the  present  form  of  organization 
of  the  production  credit  system,  but 
to  devise  a means  of  spreading  risks 
on  a district,  regional,  or  national 
basis  through  some  form  of  cooper- 
ative action  on  the  part  of  PCAs. 
A third  possible  approach  would  in- 
volve substantial  changes  in  the 
organization  and  risk-sharing  poli- 
cies of  lending  institutions  operating 
under  the  supervision  of  the  Farm 
Credit  Administration.  These  ap- 
proaches are  dealt  with  briefly  in 
the  remaining  part  of  this  report. 
It  is  possible,  of  course,  that  more 
than  one  of  the  methods  described 
might  be  employed  concurrently  as 
parts  of  an  over-all  program  for 
dealing  with  risks. 


Method  I:  Strengthening  the  Financial  Positions  of  PCAs 
Without  Changing  Present  Organization  or  Procedures 


The  capacity  of  individual  pro- 
duction credit  associations  to  absorb 
losses  without  impairing  capital  or 
interrupting  their  services  to  the 
farming  community  may  be  in- 
creased by  continuing  present  pro- 
grams to  strengthen  their  capital 
and  reserve  positions.  This  can  be 
accomplished,  furthermore,  without 
any  change  in  the  present  organiza- 
tion of  the  production  credit  system 


or  in  present  procedures  for  absorb- 
ing losses  on  loans. 

As  was  pointed  out  in  part  I of 
this  report,  at  the  present  time  there 
are  wide  differences  in  the  ability  of 
individual  associations  to  withstand 
losses.  For  example,  on  December 
31,  1950,  there  were  4 associations 
with  total  accumulated  earnings 
equal  to  less  than  5 percent  of  their 
maximum  loans  outstanding  during 
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the  preceding  5 years  and  233  asso- 
ciations with  accumulated  earnings 
equal  to  less  than  10  percent  of 
maximum  loans  outstanding  during 
this  period  (table  11).  On  the  other 
hand,  there  were  33  associations  in 
which  accumulated  earnings  on 
December  31,  1950,  were  equal  to 
15  percent  or  more  of  their  maxi- 
mum loans  outstanding  in  the  pre- 
ceding 5 years.  It  is  possible,  of 
course,  that  heavy  losses  may  be 
borne  by  associations  with  relatively 
large  reserves  and  that  associations 
with  small  reserves  will  have  only 
light  losses.  However,  it  is  also 
possible  for  the  reverse  to  be  the 
case  and  for  associations  with  small 
reserves  to  have  heavy  losses.  Such 
associations  might  well  be  in  serious 
financial  difficulty  in  the  event  of 
even  a moderate  decline  in  agricul- 
tural prices,  or  2 or  3 years  of  poor 
crops.  In  the  light  of  these  possi- 
bilities, it  appears  that  a number  of 
associations  need  to  increase  their 
reserve  accounts  on  some  pro- 
grammed basis  if  they  are  to 
weather  even  a moderate  price  de- 
cline or  other  unfavorable  develop- 
ments. 

The  methods  by  which  an  individ- 
ual association  can  improve  its  fi- 
nancial position  are  the  same  as  those 
available  to  an  individual  commer- 
cial bank,  agricultural  credit  cor- 
poration, or  other  lending  institution 
operating  in  a limited  territory. 
First,  it  can  make  a determined 
effort  to  eliminate  from  its  portfo- 
lio any  high-risk  loans  it  may  have 
and  to  avoid  extending  such  credits 
in  the  future.  Particularly,  PCAs 
can  and  should  exercise  caution  in 
making  loans  that  are  large  in  rela- 


tion to  typical  loans  in  the  terri- 
tories in  which  they  operate  or 
which  are  large  in  relation  to  their 
accumulated  reserves  and  capital.1 

Second,  in  selecting  their  loans, 
individual  associations  can  strive  to 
obtain  the  highest  degree  of  diversi- 
fication consistent  with  the  ade- 
quate performance  of  their  functions 
as  suppliers  of  credit  to  their  respec- 
tive communities.  It  was  pointed 
out  in  part  I that  acute  financial 
difficulties  among  PCAs  have  been 
limited,  for  the  most  part,  to  asso- 
ciations operating  in  very  spe- 
cialized farming  areas.  A high  de- 
gree of  risk  concentration  is  almost 
inevitable  in  such  situations,  but 
not  wholly  so.  Specific  possibilities 
for  achieving  greater  diversification 
will  be  evident  in  many  situations  of 
this  sort  and  should  be  vigorously 
pursued. 

Third,  every  effort  should  con- 
tinue to  be  made  to  keep  operating 
costs  at  a minimum  and,  where 
necessary,  to  increase  interest  rates 
or  service  charges.  Action  along 
these  lines  will,  by  improving  the 
net  income  position  of  associations, 
permit  a more  rapid  build-up  of 
reserves  and  earned  surplus.  In 
this  connection  it  may  be  pointed 
out  that  the  device  of  lowering  per 
unit  lending  costs  and  improving  net 
income  by  making  unusually  large 
loans  involves  hazards  for  the  asso- 
ciation. Each  association  faces  the 
difficult  task  of  balancing  the  low 
unit  operating  cost  of  large  loans 
against  the  special  risks  which  they 
entail. 


1 The  average  or  typical  size  of  loan  will  vary 
widely  among  associations  depending  upon  the 
types  of  farming  which  predominate  in  the  terri- 
tories in  which  they  operate. 
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Fourth,  a conservative  dividend 
policy  must  be  followed,  at  least 
until  reserves  and  surplus  have  been 
accumulated  to  levels  that  can  be 
regarded,  on  prudent  grounds,  as 
adequate  for  the  risks  involved  in 
the  individual  association’s  port- 
folio. 

Finally,  associations  may 
strengthen  their  capital  position  by 
selling  additional  stock  to  members. 
However,  this  may  call  for  a new 
type  of  security,  such  as  preferred 
stock  on  which  dividends  can  be 
paid  without  necessarily  paying 
dividends  on  class  B stock.  A pro- 
posal along  these  lines  has  been 
under  discussion  in  the  Farm  Credit 
Administration  for  some  time  and 
warrants  very  careful  consideration. 

Since  their  organization  in  the 
early  1930’s,  a continuing  effort  has 
been  made  by  production  credit 
associations  to  improve  their  finan- 
cial positions,  working  along  the 
lines  described  above  with  the  help 
of  the  PCCs  and  the  Farm  Credit 
Administration.  While  some  asso- 
ciations are  in  relatively  strong 
financial  position  others  are  not  and 
there  is  a distinct  possibility  that  a 
substantial  number  of  PCAs  may 
experience  financial  difficulties  in 
even  a moderate  decline  in  agricul- 
tural prices  or  a series  of  poor  crop 


years.  Indeed,  in  terms  of  their  con- 
solidated balance  sheet,  production 
credit  associations  as  a group  are  in 
no  better  position  to  absorb  losses 
today  than  they  were  10  years  ago. 
This  arises,  as  pointed  out  in  part 
I,  from  the  use  of  a large  share  of 
net  earnings  and  new  capital  funds 
to  retire  Government  capital,  and 
does  not  take  account  of  the  possi- 
bility of  drawing  on  the  U.  S. 
Treasury  revolving  fund  for  addi- 
tional capital  in  case  of  need.  This 
possibility  raises  a number  of  ques- 
tions, however.  Drawing  upon  the 
revolving  fund  for  additional  capi- 
tal to  support  an  increased  volume 
of  discounts  in  cases  where  this  is 
necessary  to  meet  the  legitimate 
credit  needs  of  agriculture  is  one 
thing.  Providing  an  association 
with  Government  capital  for  the 
primary  purpose  of  providing  earn- 
ings to  absorb  losses  is  quite  another 
matter.  A question  also  may  be 
raised  as  to  whether  it  is  sound 
policy  to  depend  upon  the  use  of 
Government  caoital  any  longer 
than  is  absolute1  y necessary.  Such 
capital  may  not  always  be  available 
or  in  the  future  may  not  be  pro- 
vided in  amounts  sufficient  to  meet 
the  needs  of  the  production  credit 
system. 


Method  II:  Establishing  a Mutual  Loan  Insurance  Reserve 

for  Spreading  Risks 


A program,  such  as  outlined  in 
method  I,  does  not  spread  risks. 
It  merely  increases  the  capacity  of 
individual  associations  to  withstand 
losses  on  their  own  loans.  It  is 
possible,  however,  to  spread  risks 
998113°— 52 6 


through  some  kind  of  group  or  co- 
operative action.  A number  of 
plans  which  have  the  effect  of 
spreading  risks  have  been  employed 
in  connection  with  other  types  of 
lending  operations.  Indeed,  the 
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principle  of  loan  insurance  is  well 
established  in  the  United  States, 
and  large  numbers  of  insured  loans 
are  made  each  year.  For  example, 
nearly  75  percent  of  all  home 
mortgage  loans  that  are  made  to- 
day, counting  those  made  by  all 
types  of  institutional  lenders,  are 
made  under  the  protection  of  a 
mutual  loan-insurance  program  ad- 
ministered by  the  Federal  Housing 
Administration  and  under  the  guar- 
anty protection  of  the  Veterans’ 
Administration.  It  will  also  be 
recalled  that  the  VA  has  a program 
for  the  insurance  of  farm  and  busi- 
ness loans  to  veterans  as  well  as 
loans  made  to  finance  the  purchase 
of  homes.  Even  in  the  strictly 
commercial  field  we  have  had  a 
good  deal  of  experience  with  credit 
insurance  by  companies  set  up  to 
insure,  at  a fee,  the  credit  risk  in- 
volved in  commercial  accounts.  In 
short,  the  princmle  of  loan  insur- 
ance or  loan  guaranties  is  not  a 
new  or  novel  one,  but  one  that  has 
been  tested  under  many  different 
conditions. 

There  are  a number  of  possible 
aDproaches  to  the  problem  of  pro- 
viding insurance  for  individual  loans 
made  by  PCAs.  It  would  be  possi- 
ble, for  example,  to  set  up  a plan 
under  which  insurance  would  be 
provided  for  individual  loans,  as  in 
the  Federal  Housing  Administra- 
tion program  covering  home  mort- 
gage financing,  with  a premium 
charged  against  each  insured  credit. 
An  alternative  approach,  outlined 
below,  provides  for  establishing  a 
group-insurance  reserve  through 
assessments  against  insured  associ- 
ations. 


Establishment  and  Maintenance 
of  a Central  Insurance  Reserve 

Each  PCA  might  be  called  upon 
to  contribute  an  amount  equal  to 
not  less  than,  say,  2Yi  percent  of  the 
average  amount  of  its  loans  out- 
standing over  the  preceding  12 
months  (or,  say,  2^2  percent  of  the 
maximum  amount  of  loans  out- 
standing over  the  preceding  5 years) 
to  a central  insurance  reserve  fund. 
Annually,  each  association  would  be 
assessed  an  additional  amount  of  not 
less  than  Y4  of  1 percent  of  the  aver- 
age amount  of  its  loans  outstanding 
during  the  immediately  preceding 
year.  These  annual  assessments 
would  be  added  to  the  central  reserve 
until  it  reached  5 percent  of  average 
(or  maximum)  loans  outstanding  in 
the  insured  associations.  There- 
after, annual  reserve  assessments 
would  be  made  in  such  amounts  as 
might  be  necessary  to  keep  the  re- 
serve at  the  5 percent  level,  but  in  no 
case  would  they  exceed  the  estab- 
lished annual  rate  of  assessment, 
say,  one-fourth  of  1 percent. 

A mutual  insurance  reserve  plan 
could  be  varied  widely  from  the  pro- 
cedure suggested  above,  either  with 
respect  to  the  size  and  source  of  the 
initial  fund,  the  annual  rate  of  build- 
up of  reserves,  or  the  maximum 
amount  to  be  accumulated.  In  any 
case,  however,  it  would  seem  desir- 
able to  provide  for  an  initial  fund 
adequate  to  make  the  insurance 
program  effective  at  its  beginning. 
At  the  same  time,  both  the  PCAs’ 
initial  contributions  and  the  annual 
additions  should  be  within  limits 
that  are  reasonable  from  the  stand- 
point of  the  financial  resources  of 
participating  associations. 
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Insurance  Coverage 

It  is  suggested  that  one-half  of 
any  losses  incurred  by  an  individual 
PCA  be  borne  by  the  association 
itself  out  of  its  own  reserves  witn  the 
other  one-half  registered  as  a claim 
against  the  central  insurance  reserve 
fund  to  be  paid  at  the  year  end.  A 
50-50  sharing  of  losses  is  thought  to 
be  desirable,  in  preference  to  a 100 
percent  coverage,  because  it  would 
leave  each  PCA  with  a substantial 
responsibility  for  the  quality  of  its 
own  loans  and  an  incentive  to  make 
sound  loans.  Associations  would 
not  be  tempted  to  emphasize  loan 
volume  at  the  expense  of  quality, 
with  the  thought  that  any  and  all 
losses  could  be  passed  on  to  other 
associations. 

The  annual  cost  to  an  individual 
association  of  participation  in  the 
fund  would  be  the  amount  of  such 
assessments  as  were  made  during 
the  year,  including  assessments 
made  on  a pro  rata  basis  among 
associations  to  pay  the  expenses  of 
the  fund’s  operations,  less  any 
claims  that  the  association  might 
have  against  the  central  reserve 
fund. 

There  would  appear  to  be  no  rea- 
son why  associations  in  general 
should  have  to  raise  the  interest 
rates  charged  borrowers  in  order  to 
meet  the  annual  assessments  of  the 
central  fund,  assuming  PCAs  as  a 
group  are  now  accumulating  re- 
serves at  a satisfactory  rate.  As- 
sociations are  now  accumulating  re- 
serves independently.  Under  the 
central  reserve  plan  a part  of  each 
association’s  earnings  would  merely 
be  transferred  (by  assessment)  to  a 
central  or  group  reserve  rather  than 


credited  to  the  reserve  account  of 
the  individual  association.  If  an 
association’s  earnings  were  inade- 
quate to  meet  its  assessments,  it 
would  have  to  raise  its  interest  rate, 
of  course,  or  otherwise  increase  its 
earnings  in  order  to  participate  in 
the  plan. 

Selection  of  Risks  for  Insurance 

Any  program  to  insure  loans 
necessarily  raises  the  question 
whether  all  loans  are  to  be  insured 
automatically,  or  whether  only  cer- 
tain types  of  loans  are  to  be  eligible 
for  insurance  and  all  others  ex- 
cluded. It  is  evident  that  if  the 
latter  course  is  followed  machinery 
must  be  established  to  administer 
the  standards  of  eligibility. 

The  advantages  and  disadvan- 
tages involved  in  the  automatic 
insurance  of  all  loans  are  perhaps 
clear.  While  this  would  be  a liberal 
insurance  program,  the  50-50  loss- 
sharing arrangement  would  afford 
substantial  protection  for  the  cen- 
tral fund  since  associations  still 
would  have  a real  incentive  to  make 
a careful  selection  of  loan  risks.  One 
obvious  advantage  of  automati- 
cally insuring  all  loans  is  that  ad- 
ministrative costs  would  be  held  to 
a minimum.  If  a decision  were 
reached  to  inaugurate  such  a pro- 
gram each  association’s  loans  pre- 
sumably would  be  examined  before 
the  program  went  into  effect  and 
“D”  loans  excluded  as  well  as  others 
which  appeared  likely  to  result  in 
losses. 

The  establishment  of  standards 
of  insurance  eligibility  presents 
greater  technical  and  operating 
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problems.  However,  there  are  a 
number  of  bases  on  which  eligibility 
might  be  determined.  For  example, 
loans  in  excess  of  a certain  amount, 
loans  made  in  connection  with 
work-out  cases,  loans  ineligible  for 
discount  with  the  FICBs,  or  loans 
that  conflict  with  certain  established 
credit  standards  might  be  regarded 
as  ineligible.  This  report  obviously 
cannot  specify  the  details  of  an 
insurance  eligibility  standard.  It 
must  suffice  to  point  out  the  general 
nature  of  the  problems  which  it 
raises  and  the  general  lines  along 
which  these  problems  maybe  solved. 

If  eligibility  standards  are  estab- 
lished, determining  eligibility  might 
be  made  a function  of  the  PCCs,  or 
a separate  agency  might  be  estab- 
lished for  this  specific  purpose.  In 
any  event,  the  district  offices  would 
appear  to  be  the  most  practical 
places  to  determine  the  eligibility  of 
loans  for  insurance,  since  access  to 
the  loan  folders  of  the  FICB  and 
other  sources  of  information  would 
greatly  facilitate  the  task  of  deter- 
mining eligibility. 

Area  to  be  Covered  by 
Mutual  insurance  Reserve 

* 

Many  factors  point  to  the  district 
as  the  most  natural  area  over  which 
to  operate  a mutual  insurance  re- 
serve. These  include  knowledge  of 
each  PCA’s  operations  by  other 
associations  within  the  district,  the 
fact  that  all  loans  discounted  by 
PCAs  in  each  district  pass  through 
the  same  FICB,  that  all  supervisory 
assistance  comes  from  the  same 
PCC,  and  that  all  associations  have 
the  same  district  advisory  com- 


mittee. At  the  same  time  it  must 
be  recognized  that,  in  any  insurance 
program,  the  wider  the  coverage  the 
sounder  and  more  serviceable  is  the 
insurance  plan.  A national  insur- 
ance program  can,  within  reasonable 
limits,  provide  protection  for  dis- 
trict-wide financial  difficulties,  al- 
ways provided  that  not  all  districts 
experience  serious  trouble  at  the 
same  time.  Similarly,  a district- 
wide plan  can  protect  against  diffi- 
culties in  particular  associations, 
but  only  to  a much  more  limited 
degree  can  it  protect  against  diffi- 
culties that  are  district-wide.  There 
is,  of  course,  no  technical  reason 
why  a loan  insurance  program  can- 
not be  operated  on  a Nation-wide 
basis  and,  from  an  actuarial  view- 
point, such  a program  would  give 
the  greatest  over-all  protection. 

Liquidity  Requirements 

If  a central  insurance  reserve 
fund  were  established,  provision 
would  have  to  be  made,  of  course, 
for  the  administration  of  the  fund, 
including  investment  of  the  fund’s 
reserves,  in  such  manner  as  to  give 
it  the  degree  of  liquidity  which  it 
would  require  to  meet  the  claims 
against  it. 

Administration  of  the 
Insurance  Program 

Participating  PCAs  might  admin- 
ister a mutual  insurance  reserve 
program,  acting  through  a commit- 
tee which  could  be  either  the  PCA 
district  advisory  committee  or  a 
special  committee  elected  for  this 
purpose.  The  committee  would  be 
responsible  for  establishing  stand- 
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ards  of  eligibility  for  insurance, 
selecting  such  underwriting  staff  as 
may  be  required,  maintaining  the 
necessary  records,  handling  claims, 
determining  assessments,  and 
investing  the  funds  of  the  central 
insurance  reserve.  An  alternative 
to  having  the  administration  of  the 
insurance  program  made  a respon- 
sibility of  the  participating  PCAs 
would  be  to  have  it  administered 
by  the  PCCs.  In  any  case,  the 
FCA  presumably  would  have  the 
same  supervisory  powers  over  the 
operation  of  a loan  insurance  pro- 
gram as  it  has  over  other  phases  of 
production  credit. 

Effect  of  Program  on  PCA 
Discounting  Capacity 

The  effect  of  the  operation  of  a 
mutual  insurance  plan  on  the  maxi- 
mum discounting  capacity  of  indi- 
vidual associations  would  depend 
on  whether  assessments  made  by  the 
central  insurance  fund  were  treated 
as  an  operating  expense  of  the 
association  or  whether  the  associa- 
tion were  permitted  to  carry  a 
claim  against  the  central  fund  as  an 
asset  on  its  balance  sheet.  In  the 
first  case,  the  discounting  capacity 
of  the  association  would  be  reduced 
by  participation  in  the  fund  unless 
the  FICBs  were  to  permit  higher 
borrowing  ratios.  Some  increase  in 
borrowing  ratios  would  appear  to  be 
justified  if  a mutual  insurance  plan 
were  in  operation  since  a central 
reserve  of  a given  amount  which  is 
available  to  absorb  the  losses  of  a 
number  of  PCAs  would,  in  most 
instances,  provide  the  FICBs  with 
greater  protection  against  losses 
than  reserves  of  the  same  total 


amount  established  by  individual 
associations. 

No  problem  of  reduced  discount- 
ing capacity  would  be  encountered, 
of  course,  if  participating  associa- 
tions were  permitted  to  carry  as  an 
asset  on  their  respective  balance 
sheets  a “claim”  against  the  central 
fund  equivalent  to  their  net  contri- 
butions to  the  fund  (payments  into 
the  fund  less  a pro  rata  share  of 
losses  paid  by  the  fund).  This, 
however,  would  appear  to  be  a 
practice  of  doubtful  propriety. 

Some  Variations  of  the 
Above  Program 

Numerous  variations  of  the  above 
program,  each  employing  the  basic 
principle  of  spreading  risks  through 
insurance,  could  be  worked  out. 
Two  major  variations  may  be 
mentioned. 

(1)  Mutual  insurance  fund 
with  Government  capital. — A 
variation  which  would  lighten  the 
burden  on  PCAs  starting  a loan  in- 
surance program  would  be  to  pro- 
vide for  establishing  the  initial  in- 
surance fund  with  a part  of  the  Gov- 
ernment capital  which  has  been 
returned  to  the  revolving  fund. 
Annual  contributions  by  associa- 
tions thereafter,  at  a rate  of,  say, 
one-fourth  of  1 percent  of  average 
loans  outstanding,  would  be  used  to 
maintain  the  fund  at  the  prescribed 
level  and  gradually  to  retire  the 
Government  capital. 

(2)  Mutual  insurance  through 
the  establishment  of  reserves  by 
individual  associations. — An 
arrangement  might  be  worked  out 
whereby  individual  associations 
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would  set  aside  special  reserves  on 
their  books  under  the  same  general 
plan  as  that  described  above  in 
connection  with  the  central  reserve 
fund.  Annually  the  claims  entered 
with  the  central  administration  of 
the  insurance  program  would  be 
assessed  against  the  individual  asso- 
ciations each  of  which  would  be 
expected,  or  required,  to  invest  its 


reserve  in  liquid  assets.  Again,  the 
discounting  capacity  of  the  associa- 
tions participating  in  the  program 
would  be  affected  by  whether  they 
were  permitted  to  count  the  special 
reserves  established  under  the  pro- 
gram as  a part  of  net  worth  for 
purposes  of  calculating  their  maxi- 
mum borrowing  capacity  from  the 
FICBs. 


Method  Elis  Establishing  a Group  Reserve  for  Contingencies 


The  approach  to  risk-spreading 
of  method  II,  described  above,  is 
through  insuring  individual  loans. 
As  was  indicated,  this  is,  in  general, 
the  technique  followed  in  the  Fed- 
eral Housing  Administration  insur- 
ance of  home  mortgage  loans, though 
the  specific  plan  suggested  differs 
in  many  important  ways  from  that 
followed  by  the  Federal  Housing 
Administration. 

Another  possible  approach  to  the 
problem  is  by  supporting  the  capital 
structures  of  associations  that  have 
suffered  losses  to  an  extent  that 
threatens  to  disrupt  their  function- 
ing as  credit  suppliers.  Like  the 
approach  to  risk-spreading  through 
insuring  the  individual  loans,  a plan 
which  would  have  as  its  objective 
the  support  of  the  associations  as  a 
whole  has  a good  deal  of  precedent 
in  actual  practice.  Perhaps  the 
outstanding  example  of  this  ap- 
proach is  the  power  of  the  Federal 
Deposit  Insurance  Corporation  to 
come  to  the  aid  of  distressed  bank- 
ing institutions  where,  in  the  opin- 
ion of  the  management  of  the 
FDIC,  the  institution  is  one  that 


should  be  supported.  The  Cor- 
poration has  a substantial  reserve 
fund  at  its  disposal  which  it  can  use 
to  aid  distressed  banks  and  this  fund 
can  be  supplemented  by  the  Corpo- 
ration’s authority  to  borrow  addi- 
tional funds.  A number  of  the 
New  England  States,  notably  Mas- 
sachusetts, Connecticut,  and  New 
Hampshire,  for  some  years  have 
operated  central  funds  (1)  to  guar- 
antee the  deposits  of  mutual  savings 
banks  and  (2)  to  come  to  the  aid  of 
such  institutions  when  for  one  rea- 
son or  another  they  are  in  distressed 
condition.  For  many  years  New 
York  State  operated  such  a fund 
and  only  recently  was  this  discon- 
tinued and  the  lot  of  the  mutual 
savings  banks  of  New  York  cast 
with  the  FDIC. 

To  approach  the  problem  of  add- 
ing strength  to  the  production  credit 
system  through  establishing  a group 
reserve  for  contingencies  is  not, 
therefore,  out  of  line  with  estab- 
lished practice  in  other  parts  of  the 
financial  system.  A proposal  for 
one  such  arrangement,  involving  the 
establishment  of  a group  contin- 
gency reserve,  is  described  below. 
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Establishment  and  Maintenance 
of  Group  Reserve 

Each  association  would  be  called 
upon  to  contribute  to  a central  con- 
tingency reserve  fund  in  an  amount 
equal  to  not  less  than  say  2 % percent 
of  the  average  amount  of  its  loans 
outstanding  during  the  preceding 
year  and  to  add  annually  to  this 
special  group  reserve  an  amount 
equal  to  not  less  than  one-fourth  of 
1 percent  of  the  average  amount  of 
its  loans  outstanding  during  each 
subsequent  year  until  the  reserve 
reached  5 percent  of  average  out- 
standings during  the  preceding  year. 
Thereafter,  annual  reserve  assess- 
ments would  be  made  in  such 
amounts  as  are  necessary  to  keep 
the  reserve  at  the  5 -percent  level, 
but  in  no  case  would  they  exceed  the 
established  annual  rate  of  assess- 
ment, of  say  one-fourth  of  1 percent. 

Participation 

Participation  in  the  group  reserve 
program  might  be  on  a national  or 
district  basis  and  either  voluntary 
or  compulsory.  However,  like  the 
mutual  loan  insurance  fund  of 
method  II,  it  would  be  much  less 
effective  if  limited  to  a single  dis- 
trict than  if  operated  on  a national 
basis.  If  voluntary,  a high  propor- 
tion of  PCAs  would  have  to  partici- 
pate in  the  program  for  it  to  be 
effective. 

Administration 

Administration  of  the  group  re- 
serve program  might  be  placed  in 
the  hands  of  a committee  elected  by 
participating  PCAs  or  might  be 
made  a responsibility  of  the  PCCs. 
If  impairment  of  the  class  B stock  of 


an  association  should  be  imminent, 
the  financial  position  of  the  associa- 
tion would  be  reviewed  carefully 
and  a decision  would  be  made  on  the 
extent  to  which  the  group  reserve 
would  be  utilized  to  give  it  needed 
financial  aid,  and  conditions  would 
be  specified  under  which  aid  would 
be  made  available.  In  connection 
with  these  reviews  the  contingency 
fund  administration  would  be  au- 
thorized to  call  upon  such  agencies 
of  the  Farm  Credit  Administration 
as  might  be  able  to  give  it  help,  in- 
cluding the  Examination  Division 
of  FCA.  Also,  it  would  have  access 
to  examination  reports  and  such 
other  materials  as  might  have  a 
bearing  on  its  responsibilities.  The 
fund  administration  would  have  the 
authority  to  conduct  its  own  exami- 
nation of  PCAs,  where  this  was 
indicated,  and  to  call  on  them  for 
relevant  information  in  addition  to 
that  available  from  other  sources. 
The  administration  might  be  given 
the  following  discretionary  powers, 
among  others,  to  assist  distressed 
associations : 

(1)  Authority  to  purchase  the 
class  A stock  of  PCAs  with  im- 
paired class  B stock,  or  of  PCAs 
which,  in  the  judgment  of  the  com- 
mittee, are  in  danger  of  class  B 
stock  impairment. 

(2)  Authority  to  make  secured  or 
unsecured  advances  to  associations 
in  the  above  categories  or  to  sub- 
scribe to  their  paid-in  surplus;  and 
authority  to  prescribe  the  terms  and 
conditions  on  which  such  advances 
or  subscriptions  shall  be  made, 
including  terms  of  repayment. 

(3)  Authority  to  levy  assessments 
against  participating  associations  to 
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obtain  the  funds  required  for  ad- 
vances and/or  subscriptions  to  the 
class  A stock  or  paid-in  surplus  of 
distressed  associations. 

(4)  Authority  to  require,  as  a con- 
dition of  extending  aid,  such 
changes  in  management,  or  such 
operating  and  risk-selection  policies, 
as  it  believed  necessary  to  repair  the 
association’s  difficulties  and  to  pro- 
tect the  investment  made  in  the 
association  from  the  group  con- 
tingency fund. 

Release  From  Liability 

As  indicated  in  the  preceding 
section,  the  contingency  fund  ad- 
ministration would  be  given  dis- 
cretionary power  in  the  matter  of 
aiding  financially  distressed  asso- 
ciations, including  the  power  to  re- 
fuse assistance  if,  in  its  opinion,  the 
condition  of  an  association  were 
such  as  to  indicate  liquidation.  In 
the  event  of  a decision  to  refuse  aid, 


the  PCA  affected  would  be  auto- 
matically released  from  any  liability 
for  further  assessments  by  the 
central  fund. 

Effect  on  PCA  Discounting 
Capacity 

The  effect  of  establishing  a group 
contingency  reserve  of  this  type  on 
the  discounting  capacity  of  partici- 
pating associations  would  be  the 
same  as  that  discussed  in  connec- 
tion with  the  central  reserve  fund 
for  insuring  individual  loans 
(method  II).  The  discounting  ca- 
pacity of  associations  would  be 
reduced  if  the  payments  to  the  con- 
tingency fund  were  treated  as 
current  expenses  but  this  might  be 
offset,  in  part  at  least,  by  permitting 
somewhat  higher  borrowings  by 
PCAs  in  relation  to  their  net  worth 
in  view  of  the  added  strength  which 
the  fund  would  give  to  the  system 
as  a whole. 


Method  IV:  Consolidation  of  Production  Credit  Lending  and 
Discounting  Agencies 


The  methods  outlined  above  have 
approached  the  problem  of  strength- 
ening the  financial  position  of  pro- 
duction credit  associations  by  meth- 
ods which  involve  no  fundamental 
change  in  the  present  organization 
of  the  production  credit  system. 
The  problem  of  risk-bearing  may  be 
approached,  however,  in  ways  that 
would  involve  certain  organizational 
changes.  One  such  way  would  in- 
volve the  purchase  of  the  FICBs  by 
the  PCAs.  A reorganization  of  this 
type  would  place  the  PCAs  and 
their  respective  FICBs  on  a basis 
of  cooperative  ownership  similar  in 
many  ways  to  that  which  exists 


between  member-borrowers  of  PCAs 
and  individual  associations  and  be- 
tween the  National  Farm  Loan  Asso- 
ciations (NFLAs)  and  the  Federal 
Land  Banks  (FLBs).  While  it  is  not 
the  purpose  of  this  report  to  indicate 
in  detail  the  means  by  which  such  a 
reorganization  of  production  credit 
facilities  might  be  achieved,  one 
possible  method  may  be  briefly 
outlined.1 


1 An  excellent  report  on  this  problem,  entitled 
“Proposals  for  Converting  the  FICBs  from  Gov- 
ernment Ownership  to  Ownership  by  Users  of  the 
System,”  was  prepared  by  a committee  of  Federal 
intermediate  credit  bank  presidents  and  discussed 
at  the  Farm  Credit  district  directors’  conference  in 
Springfield,  Mass.,  in  1948. 
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Purchase  of  FICBs  by  PCAs 

The  first  step  in  reorganization 
would  be  for  the  PCAs  to  purchase 
the  FICBs  of  their  respective  dis- 
tricts. While  this  would  neces- 
sarily be  done  on  a district-by- 
district basis,  and  the  ability  of  the 
associations  in  different  districts  to 
purchase  their  respective  banks 
would  vary,  the  procedure  may  be 
illustrated  most  easily  by  referring 
to  consolidated  balance  sheets,  as  of 
June  30,  1951,  for  all  PCAs  and  all 
FICBs. 

The  purchase  of  the  FICBs  by  the 
PCAs  might  be  made  at  the  par 
value  of  FICB  stock,  at  its  book 
value,  or  at  some  negotiated  figure. 
For  purposes  of  this  report,  it  is 
assumed  that  the  purchase  is  made 
at  par,  a basis  that  may  be  defended 
on  the  grounds  that  the  FLBs  were 
permitted  to  retire  U.  S.  Govern- 
ment capital  at  par  and  that  there 
would  be  substantial  benefits  to  the 
Government  if  the  purchase  of 
FICBs  by  PCAs  were  consummated 
on  a basis  that  left  the  production 
credit  system  in  a strong  financial 
position.  The  par  value  of  FICB 
stock  as  of  June  30,  1951,  was  $61.2 
millions  (table  17). 

It  is  assumed,  for  purposes  of 
illustration,  that  the  PCAs  would 
sell  part  of  their  holdings  of  U.  S. 
Government  securities  to  finance 
the  purchase  of  FICB  stock.  As  of 
June  30,  1951,  PCAs  owned  U.  S. 
Government  securities  valued  at 
$119.3  millions  (table  16,  column  1). 
If  $62.1  millions  of  these  securities 
had  been  sold  as  of  June  30,  1951, 
to  finance  the  purchase  of  FICB 
stock,  the  consolidated  balance 


Table  16. — Consolidated  balance  sheet  of 
PCAs  as  of  June  30,  1951 


Items 

Actual, 
June  30, 
1951 

Balance 
sheet 
assuming 
PCAs  had 
purchased 
FICBs,  as 
of  June  30, 
1951 

ASSETS 

Millions 

Millions 

Loans  (net) 

$694.3 

$694.3 

U.  S.  Government  securi- 

ties   

119.3 

58.1 

FICB  capital  stock.  _ __ 

None 

61.  2 

Cash __  _ 

12.5 

12.5 

Other  assets 

4.5 

4.5 

Total  assets 

830.6 

830.6 

LIABILITIES 

Loans  rediscounted  

614.  2 

614.2 

Notes  payable 

49.3 

49.3 

Other  liabilities  _ 

7.9 

7.9 

Capital  stock  “A” 

31.8 

31.8 

Capital  stock  “B” 

58.0 

58.0 

Reserves  for  guaranty  fund 

and  contingencies 

63.6 

63.6 

Unapplied  earnings 

5.8 

5.8 

Total  liabilities 

830.6 

830.6 

Table  17. — Consolidated  balance  sheet  of 
FICBs  as  of  June  30,  1951 


Items 

Actual, 
June  30, 
1951 

Balance 
sheet 
assuming 
PCAs  had 
purchased 
FICBs,  as 
of  June  30, 
1951 

ASSETS 

Millions 

Millions 

Loans  and  discounts 

$794.6 

$794. 6 

Cash _ 

14.6 

14.6 

Notes  and  accounts  receiv- 

able __  

0.8 

0.8 

U.  S.  Government  securi- 

ties   

46.2 

46.  2 

Accrued  interest  _ 

5.8 

5.8 

Other  assets 

0.4 

0.4 

Total  assets 

862.4 

862.4 

LIABILITIES 

Consolidated  debentures  _ _ 

742.6 

742.6 

Notes  and  accounts  pay- 

able _ _ 

10.6 

10.6 

Accrued  interest  payable  _ _ 

5.0 

5.0 

Other  liabilities _ _ _ 

2.6 

2.6 

Capital  stock  owned  by: 

U.  S.  Government 

61.  2 

None 

PCAs 

None 

61.2 

Reserve  for  contingencies 

13.  1 

13. 1 

Earned  surplus  _ _ 

27.3 

27.3 

Total  liabilities 

862.4 

862.4 
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sheet  of  all  PCAs  following  the 
transaction  is  shown  in  column  2 of 
table  16.  The  consolidated  balance 
sheet  of  the  12  FICBs  following  the 
transaction  is  shown  in  the  second 
column  of  table  17. 

Method  of  Spreading  Risks 

Purchase  of  the  FICBs  by  the 
PCAs  in  the  manner  described 
above  would  permit  the  spreading 
of  loan  risks  within  a district  in  the 
same  general  manner  as  risks  are 
now  spread  in  the  Federal  land  bank 
system.  An  arrangement  might  be 
made,  for  example,  under  which 
50  percent  of  the  losses  on  PCA 
loans  would  be  absorbed  by  the 
PCA  and  50  percent  by  the  FICB 
of  the  district.  The  operating  mar- 
gin of  the  FICBs  would  have  to  be 
adjusted  to  whatever  extent  is 
necessary  to  enable  them  to  build 
up  reserves  to  absorb  their  share  of 
the  losses.  Since  each  FICB  would 
be  owned  by  the  PCAs  in  the  district 
in  which  it  operates,  the  effect  of  the 
loss-sharing  arrangement  would  be 
to  spread  losses  absorbed  by  the 
FICB  among  all  PCAs  in  the  dis- 
trict in  proportion  to  their  equities 
in  the  FICB. 

What  would  amount  to  a spread- 
ing of  risks  on  a National  basis  is 
provided  for  under  that  section  of 
the  law  which  authorizes  the  Farm 
Credit  Administration  to  assess  the 
other  FICBs  in  the  event  there  is 
an  impairment  of  the  paid-in  capi- 
tal of  any  one  FICB. 

Financial  Rehabilitation  of  PCAs 

It  might  be  desirable  to  authorize 
FICBs  to  utilize  their  resources  in 


the  rehabilitation  of  distressed  as- 
sociations in  their  respective  dis- 
tricts on  a basis  similar  to  that 
discussed  in  method  III  above. 
The  resources  needed  for  such  re- 
habilitation might  be  drawn  from 
the  general  reserves  of  the  FICBs 
or  a program  might  be  initiated  for 
the  accumulation  of  a reserve  for 
this  purpose  out  of  regular  assess- 
ments on  production  credit  associa- 
tions. It  might  be  observed  that  a 
provision  of  this  kind  would  paral- 
lel what  is  the  declared  policy  of  the 
Federal  land  banks  with  respect  to 
rehabilitating  NFLAs. 

Some  Operating  Problems 

A reorganization  of  production 
credit  facilities  along  the  lines  sug- 
gested above  would  affect  PCA 
operations  in  a number  of  ways 
completely  apart  from  what  it 
might  accomplish  in  the  way  of 
spreading  the  risks  of  PCA  lending 
operations  and  generally  strength- 
ening their  ability  to  withstand 
losses.  Certain  problems  resulting 
from  a reorganization  of  the  type 
described  are  discussed  below. 
There  are  others  that  might  also  be 
mentioned  though  they  are  not  re- 
garded as  crucial. 

(1)  Substitution  of  FICB  stock 
for  an  equivalent  amount  of  Gov- 
ernment securities  would  reduce 
PCA  earnings  unless  a dividend 
were  paid  on  FICB  stock  equivalent 
to  the  average  rate  of  interest 
earned  on  the  Government  securi- 
ties disposed  of  to  buy  stock. 
Since  each  FICB  has  paid-in  capi- 
tal of  $5,000,000  and  since  PCAs 
are  earning  an  average  rate  of  re- 
turn of  about  2.5  percent  on  their 
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present  holdings  of  Government 
securities,  the  sale  of  Government 
securities  to  obtain  funds  with  which 
to  purchase  FICB  stock  would  re- 
sult in  a loss  in  earnings  to  the 
PCAs  in  each  Farm  Credit  district 
of  approximately  $125,000  unless  a 
dividend  of  approximately  2.5  per- 
cent were  paid  on  FICB  stock. 
The  loss  of  this  amount  of  income 
would  bear  much  more  heavily  on 
the  associations  in  some  districts 
than  in  others.  For  the  year  ending 
June  30,  1951,  for  example,  $125,000 
represented  28.9  percent  of  the  com- 
bined net  earnings  of  associations 
in  the  Berkeley  district,  but  only 
10.6  percent  of  the  net  earnings  of 
associations  in  the  St.  Louis  district. 
Variations  among  individual  asso- 
ciations would  be  even  greater,  of 
course,  than  are  indicated  by  these 
figures. 

If  the  FICBs  are  to  pay  an  annual 
dividend  of  $125,000  per  bank  with- 
out reducing  the  amount  of  profits 
that  would  otherwise  be  available 
for  additions  to  earned  surplus,  it 
would  be  necessary,  of  course,  for 
them  to  raise  their  discount  rates. 
It  is  estimated,  for  example,  that 
for  the  FICB  system  as  a whole,  an 
average  increase  of  approximately 
0.25  percent  in  the  discount  rate 
during  the  year  ending  June  30, 
1951,  would  have  been  necessary  to 
permit  the  12  banks  to  pay  a divi- 
dend of  $1,500,000  ($125,000  per 
bank)  without  reducing  the  amount 
available  for  additions  to  earned 
surplus.  The  amount  of  the  neces- 
sary increase  would  have  varied 
widely,  of  course,  among  the  12 
banks. 

(2)  The  ability  of  PCAs  to  obtain 


direct  advances  from  the  FICBs  se- 
cured by  Government  bonds  would 
be  reduced  as  a result  of  the  sub- 
stitution of  FICB  stock  for  PCA- 
owned  Government  bonds.  This 
might  create  a serious  problem  in 
individual  associations  and  necessi- 
tate the  purchase  of  additional  class 
A stock  by  the  Government.  It  is 
recognized,  of  course,  that  the  pur- 
chase of  class  A stock  by  the 
Government  to  enable  PCAs  to 
purchase  the  FICBs  would  amount, 
at  the  outset  at  least,  to  nothing 
more  than  substitution  of  an  invest- 
ment by  the  Federal  Government 
in  the  class  A stock  of  PCAs  for  its 
present  investment  in  the  capital 
stock  of  the  FICBs.  Presumably, 
however,  the  long-term  plan  would 
contemplate  the  retirement  of  all 
Government-owned  class  A stock  so 
that  the  production  credit  system 
would  ultimately  be  fully  farmer- 
owned.  The  rate  of  retirement  of 
Government-owned  class  A stock 
would  depend,  of  course,  upon  the 
future  rate  of  earnings  of  PCAs  and 
their  ability  to  sell  capital  stock  to 
their  members. 

(3)  A question  arises  as  to  the 
propriety  of  counting  FICB  stock 
owned  by  PCAs  as  a part  of  their 
assets  in  calculating  their  net  worth 
for  the  purpose  of  determining  the 
volume  of  loans  they  will  be  per- 
mitted to  discount  with  the  FICBs. 
It  is  clear  that  the  substitution  of 
FICB  stock  for  Government  securi- 
ties owned  by  PCAs  does  not  affect 
the  net  worth  of  the  PCAs.  As  a 
matter  of  fact  the  book  value  of 
FICB  assets,  which  would  be  wholly 
PCA-owned,  would  exceed  their  par 
value  (at  which  they  would  be  pur- 
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chased  and  carried  on  PCA  books) 
by  some  $40  million.  Obviously,  if 
it  were  decided  that  holdings  of 
FICB  stock  could  not  properly  be 
included  in  the  calculation  of  the 
net  worth  of  PCAs  for  the  purpose 
of  determining  their  maximum  bor- 
rowing capacity  from  the  FICBs, 
the  purchase  of  the  FICBs  by  the 
PCAs  would  have  a serious  effect 
on  the  discounting  capacity  of  the 
latter. 

(4)  A question  might  arise  in  the 
minds  of  investors  concerning  the 
quality  of  the  collateral  behind 
FICB  debentures  if  the  FICBs  were 
owned  by  their  principal  users,  the 
PCAs.  A number  of  alternative 
solutions  to  this  problem  suggest 
themselves.  One  possibility  would 
be  for  the  Governor  of  the  Farm 
Credit  Administration  to  appoint 
one  or  more  credit  examiners  in 
each  district,  comparable  to  review- 
ing appraisers  in  the  Federal  land 
bank  system.  These  officials  would 
be  responsible  for  constantly  check- 
ing the  quality  of  notes  accepted  for 
discount  by  the  FICBs,  using  such 


methods  as  seemed  appropriate, 
including  test  inspections  of  indi- 
vidual loans. 

Role  ©£  the  PCCs 

A question  arises  as  to  whether 
the  12  PCCs  would  continue  to 
operate  in  the  future  as  they  have 
in  the  past  if  the  PCAs  should  pur- 
chase the  FICBs  in  the  manner 
described  above.  One  possibility 
would  be  to  have  the  PCCs  con- 
tinue to  supervise  the  PCAs  as 
they  have  in  the  past.  Another 
possibility  is  to  liquidate  the  PCCs 
and  turn  their  supervisory  functions 
over  to  the  FICBs.  If  all  the  assets 
of  the  PCCs  were  turned  over  to 
the  U.  S.  Treasury  for  liquidation 
and  their  supervisory  functions  as- 
signed to  the  FICBs,  the  question 
arises  as  to  how  many  of  the 
FICBs,  if  any,  could  absorb  the 
operating  expenses  of  the  PCCs  in 
their  respective  districts  without  in- 
creasing their  discount  rates.  A 
number  of  FICBs  would,  no  doubt, 
find  it  necessary  to  increase  their 
rates. 


Method  Vs  Cerasoiidcstsor?  of  Production  and  Mortgage  Credit 
Units  of  the  Farm  Credit  Administration 


Another  way  of  spreading  risks, 
involving  a more  extensive  reorgan- 
ization of  Farm  Credit  facilities, 
would  be  to  create  in  each  Farm 
Credit  district  a new  agency,  which 
might  be  called  a Federal  Farm 
Credit  Bank,  in  which  would  be 
consolidated  both  the  long-term  and 
short-term  credit  functions  pres- 
ently performed  by  the  Federal  land 
bank  system  and  the  production 


credit  system  including  the  FICBs. 
This  plan  of  consolidation  of  func- 
tions could  be  carried  out,  of  course, 
not  only  at  the  level  of  the  district 
units,  but  could  extend  to  the  con- 
solidation of  NFLA  and  PCA  func- 
tions in  the  field.  There  are  a num- 
ber of  ways  in  which  a reorganiza- 
tion of  Farm  Credit  facilities  of  this 
type  might  be  effected.  One  such 
method  is  outlined  briefly  below. 
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Consolidation  of  District  Units 

As  a first  step,  the  PCAs  in  each 
district  would  purchase  their  re- 
spective FICBs  on  the  basis  de- 
scribed in  method  IV  above.  A 
condensed  consolidated  balance 
sheet  of  the  FICBs  following  their 
purchase  by  the  PCAs,  using  fig- 
ures as  of  June  30,  1951,  for  pur- 
poses of  illustration,  is  shown  in 
column  2 of  table  17.  A condensed 
consolidated  balance  sheet  of  the 
FLBs  as  of  the  same  date  is  shown 
in  table  18. 

Subsequent  to  the  purchase  of 
the  FICBs  by  the  PCAs,  there 
would  be  formed  in  each  district  a 
Federal  Farm  Credit  Bank  (FFCB) 
in  which  would  be  consolidated  the 
assets,  liabilities,  and  capital  ac- 
counts of  the  FLBs  and  FICBs. 
The  FFCB  would  issue  stock  which 
would  be  exchanged  for  the  FLB 
stock  held  by  the  NFL  As  and  for 
the  FICB  stock  held  by  the  PCAs. 
This  exchange  might  be  on  a one- 
for-one  basis  in  which  case  it  would 
involve  no  more  than  an  exchange 
of  stock  certificates.  The  exchange 
might  be  made,  of  course,  on  a book 
value  or  some  other  basis. 

A condensed  consolidated  bal- 
ance sheet  of  the  12  FFCBs  follow- 
ing consolidation  of  the  PCA-owned 
FICBs  and  NFLA-owned  FLBs 
is  shown  in  table  19.1  This  balance 
sheet  is  based  on  figures  for  June 
30,  1951,  and  assumes  FFCB  stock 
is  exchanged  for  FLB  and  FICB 
stock  on  a one-for-one  basis.  It  will 
be  noted  that  the  consolidated 


1 As  of  June  30,  1951,  FLB  stock  outstanding 
totaled  $61,507,783  of  which  NFLAs  owned 
$61,326,963  and  direct  borrowers  $180,820. 
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Table  18. — Consolidated  balance  sheet  of 
FLBs,  June  30,  1951 


Items 

June  30, 
1951 

ASSETS 

Mortgage  loans  (net)  _ _ 

Millions 

$957.  0 

Cash 

17.  6 

Accounts  receivable  _ 

. 1 

U.  S.  Government  securities 

81.  8 

Other  securities 

2.  0 

Accured  interest  receivable 

. 2 

Banking  house,  furniture,  fix- 
tures, equipment  (net) 

5.  2 

Other  assets  _ _ __ 

4.  3 

Total  assets 

1, 068.  2 

LIABILITIES 

Consolidated  bonds 

$714.  8 

Notes  and  accounts  payable 

38.  6 

Accured  interest  payable  __ 

3.  9 

Future  payment  funds 

17.  2 

Other  liabilities.  _ 

8.  5 

Capital  stock  owned  by  NFLAs 
and  direct  borrowers 

61.  5 

Legal  reserve.  _ 

99.  8 

Earned  surplus __  _ __  _ 

123.  9 

Total  liabilities 

1,068.  2 

FFCB  balance  sheet  assumes  the 
continued  carrying  of  reserves  as 
now  found  on  the  balance  sheets  of 
the  FLBs  and  the  FICBs.  The 
consolidated  agency  might  continue 
on  this  basis  or  some  rearrangement 
and  combination  of  reserves  might 
be  effected.  The  essence  of  the  plan 
is  that  the  resources  of  the  combined 
agencies  would  be  fully  available 
for  the  carrying  of  risks  involved 
in  both  long-term  and  short-term 
loans. 

After  the  new  agency  had  been 
formed,  NFLAs  would  continue  to 
subscribe  to  its  stock  on  the  same 
basis  as  they  now  subscribe  to  FLB 
stock  and  their  borrowers  would 
subscribe  for  NFLA  stock  as  at 
present.  In  order  to  place  the  pro- 
duction credit  system  on  the  same 
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Table  19. — Consolidated  balance  sheet  of 
FFCBs,  June  30,  1951  1 


Items 

June  30, 
1951 

ASSETS 

Millions 

Short-  and  intermediate-term 

loans  and  discounts 

$794.  6 

Mortage  loans  (net) 

957.  0 

Cash 

32.  2 

Notes  and  accounts  receivable.  _ 

. 9 

U.  S.  Government  securities 

128.  0 

Other  securities 

2.  0 

Accrued  interest  receivable 

6.  0 

Banking  house,  furniture,  fix- 

tures, equipment  (net) 

5.  2 

Other  assets 

4.  7 

Total  assets  _ 

$1,930.  6 

LIABILITIES 

Consolidated  debentures 

$742.  6 

Consolidated  bonds  _ _ _ 

714.  8 

Notes  and  accounts  payable 

49.  2 

Accrued  interest  payable 

9.  0 

Future  payment  funds  (FLB 

loans)  _ _ 

17.  2 

Other  liabilities 

11.  0 

Capital  stock: 

Owned  by  PCAs 

61.  2 

Owned  by  NFLAs  2__  _ 

61.  5 

Legal  reserves  and  reserves  for 

contingencies  _ 

112.  9 

Earned  surplus.  _ _ 

151.  2 

Total  liabilities __ 

1,930.  6 

1 See  text  for  assumptions  on  the  basis  of  which 
this  balance  sheet  was  prepared. 

1 Includes  $180,820  of  FLB  stock  owned  by 
direct  borrowers. 

basis  as  the  farm  mortgage  system 
with  respect  to  capital  stock  and  to 
preserve  parallel  organization  and 
procedures  in  both  long-term  and 
short-term  credit  agencies,  it  would 
be  desirable  to  require  PCAs  in  the 
future  to  subscribe  to  FFCB  stock 
in  the  same  manner  as  NFLAs. 
PCA  borrowers,  in  turn,  would  sub- 
scribe to  PCA  stock  as  they  have  in 
the  past  on  a basis  similar  to  NFLA 
borrowers. 

As  an  alternative,  the  PCAs  and 
NFLAs  in  each  Farm  Credit  dis- 


trict might  be  consolidated  into 
local  “farm  credit  associations” 
which  would  make  both  production 
loans  and  mortgage  loans.  Bor- 
rowers would  be  required  to  sub- 
scribe to  stock  in  the  local  associa- 
tion through  which  they  borrow, 
which  in  turn  would  subscribe  to 
stock  in  the  FFCB  of  the  district. 

Method  of  Spreading  Risks 

A new  consolidated  farm  credit 
agency  of  the  type  contemplated  in 
this  plan  would  be  in  a position  to 
do  jointly  for  mortgage  credit  and 
short-term  production  credit  what 
the  FLBs  are  able  to  do  at  present, 
and  what  is  proposed  to  be  done  by 
the  FICBs  under  method  IV  above, 
namely,  to  provide  for  the  spreading 
of  at  least  50  percent  of  losses  over 
all  PCAs  and  NFLAs  in  each  dis- 
trict. It  would  be  desirable  to 
provide  for  the  spreading  of  risks 
among  districts  by  authorizing  the 
Farm  Credit  Administration  to 
assess  the  other  FFCBs  in  the  event 
of  a threatened  impairment  of  the 
capital  stock  of  any  one  FFCB. 

In  connection  with  its  absorption 
of  say  50  percent  of  the  losses 
incurred  on  PCA  loans,  as  well  as 
absorption  of  50  percent  of  losses  on 
NFLA  loans  which  is  currently  pro- 
vided for,  the  FFCB  might  find  it 
desirable  to  establish  special  re- 
serves of  the  sort  discussed  in 
methods  II  and  III  above,  either 
from  earnings  or  from  assessments 
on  local  associations  for  this  specific 
purpose. 

Operating  Problems 

Some  of  the  operating  problems 
that  would  arise  if  reorganization 
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were  limited  to  the  purchase  of  the 
FICBs  by  the  PCAs  have  been  pre- 
viously discussed  (pp.  46-48).  These 
problems  as  well  as  others  would 
have  to  be  dealt  with  if  the  PCAs 
were  to  purchase  the  FICBs  and  the 
PCA-owned  FICBs  were  then  con- 
solidated with  the  NFLA-owned 
FLBs.  At  the  present  time,  for 
example,  PCAs  are  authorized  to 
charge  borrowers  an  interest  rate 
which  exceeds  the  FICB  discount 
rate  by  as  much  as  4 percent.  This 
interest  spread  or  margin  provides 
their  principal  source  of  income. 
NFLAs,  on  the  other  hand,  are 
largely  dependent  for  income  upon 
loan-servicing  charges  and  dividends 
paid  by  the  FLBs.  If  the  FICBs 
and  FLBs  were  consolidated  it 
probably  would  be  necessary  to 


alter  the  relationship  between  the 
NFLAs  and  the  new  FFCBs  so  as 
to  place  the  NFLAs  in  a position 
similar  to  that  now  held  by  the 
PCAs  with  respect  to  interest 
income.  This  would  be  especially 
necessary  if  present  PCA  and 
NFLA  credit  services  were  com- 
bined in  a single  organization  in  each 
community  or  other  service  area. 

No  attempt  is  made  in  this  report 
to  spell  out  in  detail  or  even  to  list 
all  of  the  operating  problems  that 
would  arise  under  a consolidation  of 
the  type  described.  So  far  as  the 
committee  has  been  able  to  deter- 
mine, however,  there  are  no  prob- 
lems which  are  insurmountable  if 
all  interested  parties  should  agree 
that  such  a consolidation  is 
desirable. 


Part  III 

Suggested  Next  Steps 


AS  stated  in  the  preface  to  this 
- report,  the  committee  has  not 
conceived  its  task  to  be  that  of 
recommending  a specific  risk- 
spreading program:  Rather  we 

have  limited  ourselves  to  (1)  analyz- 
ing the  loss  experience  of  production 
credit  associations  to  date  and  their 
present  position  from  the  standpoint 
of  their  ability  to  bear  risks  and  (2) 
studying  and  presenting  for  discus- 
sion and  consideration  certain  meth- 
ods of  improving  the  ability  of 
PCAs  to  meet  the  risks  inevitable 
in  agricultural  lending  without  in- 
terrupting their  credit-supplying 
function. 


As  we  see  it,  three  additional 
steps  are  necessary  in  developing  a 
specific  program.  First,  a decision 
should  be  reached  as  to  what  meth- 
od or  methods  of  spreading  risks, 
such  as  those  presented  in  this 
report,  appear  to  hold  the  most 
promise.  Second,  the  most  prom- 
ising method  or  methods  should  be 
carefully  analyzed  from  the  legal, 
financial,  and  operating  points  of 
view.  Finally,  after  opportunity 
for  full  discussion  by  members,  di- 
rectors, and  officers  of  PCAs,  the 
district  credit  units  and  the  staff 
of  the  Farm  Credit  Administration 
in  Washington,  D.  C.,  a decision 
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should  be  reached  concerning  the 
method  or  methods  to  be  used.  If 
a decision  should  be  reached  to 
change  the  present  method  of  risk- 
bearing, it  is  probable  that  appro- 
priate legislation  will  have  to  be 
prepared  and  submitted  to  the  Con- 
gress. This,  in  effect,  would  con- 
stitute a fourth  step. 

It  is  the  view  of  the  committee 
that  the  directors,  officers,  and 
members  of  production  credit  asso- 
ciations, the  directors  and  staffs  of 
the  district  credit  units,  and  the 
staff  of  the  Farm  Credit  Adminis- 
tration in  Washington,  D.  C.,  are 
in  a much  better  position  to  decide 


what  method  or  methods  of  risk- 
bearing are  likely  to  be  best  adapted 
to  meet  the  needs  of  the  production 
credit  system  than  is  the  committee. 
It  also  is  our  view  that  the  staff  of 
the  Farm  Credit  Administration  is 
in  a better  position  to  make  detailed 
legal,  financial,  and  operational 
studies  of  various  alternatives  than 
is  the  committee.  Clearly,  the  re- 
sponsibility for  reaching  a decision 
as  to  what,  if  any,  changes  shall  be 
made  in  present  methods  of  risk- 
bearing rests  with  the  farmer-bor- 
rowers of  the  system,  the  Farm 
Credit  Administration,  and  the 
Congress. 

F.  F.  Hill,  Chairman 

G.  H.  Aull 
E.  L:  Butz 
A.  R.  Gans 
W.  G.  Murray 
R.  J.  Saulnier 
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Appendix  A 
Size  of  PCA  Loans 


The  average  size  of  PCA  loans 
varies  widely  from  district  to  dis- 
trict, reflecting  differences  in  type 
and  scale  of  farming  operations. 
Almost  without  exception  since  the 
organization  of  the  system,  the 
smallest  PCA  loans  have  been  made 
in  the  Columbia  and  New  Orleans 
districts,  though  loans  made  in  the 
Louisville,  St.  Louis,  and  St.  Paul 
districts  also  were  small  during  the 
early  years  of  operation.  In  each 
of  these  five  districts  the  average 
loan  was  less  than  $600  in  1936 
(table  A).  At  the  other  extreme, 
the  average  loan  in  the  Berkeley 
and  Spokane  districts  during  1936 
exceeded  $4,000. 

For  the  production  credit  system 
as  a whole,  the  average  loan  size 
has  risen  every  year,  with  the  ex- 
ception of  1949,  from  1936  through 
1950:  In  1950,  loans  averaged 

$3,734,  or  nearly  four  times  as  large 
as  in  1936  (tables  A and  B).  Per- 
centage increases  by  districts  during 
this  period  ranged  from  95  percent 
in  Spokane  to  628  percent  in  Omaha. 
In  1949,  when  the  first  decline  in 
the  average  size  of  loan  occurred 
for  the  country  as  a whole,  loans 
averaged  about  1 percent  smaller 
than  in  1948.  In  1950,  however, 
the  average  size  of  loan  increased 
again  to  a new  peak  which  was  12 
percent  higher  than  in  1949. 

This  large  increase  in  the  average 
size  of  PCA  loans  is  accounted  for 
primarily  by  the  increase  in  farm 
operating  costs.  From  1936  to 


1950,  the  Department  of  Agricul- 
ture’s estimates  of  farm  production 
expenses  increased  349  percent, 
compared  with  an  increase  of  285 
percent  in  the  average  size  of  PCA 
loans.  Undoubtedly  some  part  of 
the  increase  in  average  size  of  PCA 
loans  is  attributable  to  the  increase 
in  the  size  of  the  farm  business. 
Another  factor  which  has  contrib- 
uted to  the  larger  average  size  of 
PCA  loan  during  recent  years  has 
been  the  increased  degree  of  mech- 
anization of  American  agriculture. 
Capital  requirements  for  non-real- 
estate  purposes  have  been  a large 
proportion  of  total  capital  require- 
ments during  recent  years.  As  of 
January  1,  1951,  non-real-estate 
physical  assets  of  farmers  amounted 
to  about  40  percent  of  total  physi- 
cal assets,  compared  with  31  per- 
cent in  1940.  Still  another  factor 
has  been  the  greater  willingness  of 
farmers  to  use  credit  during  recent 
years  when  increased  production 
has  been  more  profitable.  During 
the  late  1930’s,  there  was  less  incen- 
tive to  borrow  extensively  for  pro- 
duction purposes,  and  many  farmers 
were  deterred  from  borrowing  be- 
cause of  recent  memories  of  finan- 
cial difficulties  which  were  encoun- 
tered during  the  depression.  In  any 
event,  it  is  apparent  that  the  aver- 
age size  of  PCA  loans  has  followed 
changes  in  farm  operating  costs  and 
incomes.  A recent  indication  of 
this  tendency  is  the  fact  that  7 of 
the  12  districts,  and  the  United 
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States  as  a whole,  showed  a decline 
in  average  loan  size  in  1949,  when 
both  farm  production  expenses  and 
farm  income  declined.  Following 
this  decline  in  the  average  size  of 
PC  A loans  in  1949,  all  districts 
reported  an  increase  in  the  average 
size  of  loans  in  1950,  and  a further 
increase  during  the  first  6 months 
of  1951.  For  individual  districts 
the  increase  in  average  loan  size 
from  the  first  half  of  1950  to  the 
first  half  of  1951  was  as  follows: 


District: 

Springfield- _ 

Baltimore 

Columbia 

Louisville 

New  Orleans 

St.  Louis 

St.  Paul 

Omaha 

Wichita 

Houston 

Berkeley 

Spokane 


Percent  change 
in  average  size 
of  loans  made, 
1950  to  1951 

4-8.5 

+9.9 

+19.  0 

+22.  6 

+34.  6 

+34.3 

+23.  0 

+39.8 

+38.  1 

+38.  8 

+26.  0 

+28.4 


Distribution  of  Loons  by  Size 

For  the  United  States  as  a whole, 
45.7  percent  of  the  number  of  loans 
paid  or  renewed  during  the  year 
ended  June  30,  1950,  were  for  $1,000 
or  less,  and  only  5.7 percent  exceeded 
$10,000.  For  individual  districts, 
however,  the  proportion  of  loans  for 
$1,000  or  less  ranged  from  only  15.3 
percent  in  Omaha  to  72.9  percent  in 
New  Orleans.  Berkeley  and  Spo- 
kane, like  Omaha,  had  relatively 
few  small  loans  with  less  than  20 
percent  for  $1,000  or  less,  while 
Columbia  was  next  to  New  Orleans 
with  68.2  percent  in  this  category 
(table  C).  At  the  other  extreme, 
23.2  percent  of  the  loans  paid  or 
renewed  in  the  Berkeley  district 


during  the  year  ending  June  30, 
1950,  exceeded  $10,000  compared 
with  2.0  percent  or  less  in  the 
Columbia  and  Louisville  districts. 

Unfortunately,  data  are  available 
only  on  the  number  of  loans  paid  or 
renewed  in  each  size  group,  and  not 
on  the  dollar  amount.  However, 
estimates  prepared  by  the  Economic 
and  Credit  Analysis  Division  of  the 
Farm  Credit  Administration  give  at 
least  a rough  indication  of  the  distri- 
bution of  loan  amounts  by  loan  size. 
These  estimates  were  based  on  the 
distribution,  by  number,  of  loans  in 
each  size  group;  on  data  on  excess 
loans  submitted  to  the  Production 
Credit  Division  in  Washington;  on  a 
summary  of  loans  of  $100,000  or 
more;  and  on  data  on  the  difference 
between  the  median  and  arithmetic 
average  size  of  loans.  Unfortu- 
nately, there  is  no  basis  for  deter- 
mining how  wide  a margin  of  error 
there  is  in  these  estimates. 

As  would  be  expected,  the  esti- 
mates show  a much  greater  concen- 
tration of  dollar  amounts  in  the 
larger  size  groups  than  in  number  of 
loans.  For  the  country  as  a whole, 
loans  paid  or  renewed  during  the  year 
ended  June  30,  1950,  which  exceeded 
$10,000  in  amount,  and  accounted 
for  only  5.7  percent  of  the  total 
number  of  loans,  made  up  an  esti- 
mated 42.5  percent  of  the  dollar 
amount  of  all  loans.  At  the  other 
extreme,  only  2.3  percent  of  the 
dollar  amount  was  accounted  for  by 
the  26.5  percent  of  all  loans  which 
were  for  $500  or  less  (table  D). 

For  some  individual  districts,  the 
estimates  indicate  an  even  greater 
concentration  of  loan  volume  in  the 
larger  loans.  Nearly  three-fourths 
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Table  A. — Average  size  of  PCA  loans , 1936  to  1950,  and  median  size  of  loans  for  selected 

years,  by  districts 


Year 

District 

United 

States 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Average  size  of  loan 

1936 

$1,  280 

$824 

$335 

$576 

$570 

$546 

$541 

$1,  274 

$1,  458 

$1,  808 

$4,  443 

$4, 081 

$972 

1937 

1,  338 

941 

404 

761 

698 

798 

698 

1,  505 

1,  871 

2,  654 

4,  533 

4,  587 

1,  166 

1938 

1,395 

1,  004 

476 

833 

692 

910 

751 

2,  320 

2,  050 

2,  663 

4,  551 

4,498 

1,  242 

1939 

1,412 

1,  081 

523 

915 

773 

1,  165 

796 

2,  819 

2,  468 

2,  891 

4,  750 

4,859 

1,368 

1940  

1,418 

1,  215 

566 

970 

865 

1,  271 

975 

2,926 

2,  826 

3,  135 

4,  995 

5,  101 

1,  514 

1941 

1,  572 

1,440 

652 

1,  141 

1,008 

1,553 

1,  211 

3,431 

3,  265 

3,  284 

5,  633 

5,  566 

1,  803 

1942  

1,  659 

1,  572 

788 

1,  384 

1,  113 

1,  810 

1,  396 

3,  528 

3,  622 

3,  494 

6,  424 

5,  563 

2,023 

1943 

1,  838 

1,  637 

862 

1,  567 

1,  090 

1,  970 

1,  586 

4,  940 

3,  518 

3,  602 

7,  141 

5,  850 

2,  172 

1944  

1,965 

1,  908 

998 

1,  565 

1,  225 

1,  909 

1,  658 

4,  583 

3,597 

3,  743 

8,011 

5,  623 

2,  246 

1945 

2,  132 

2,087 

1, 102 

1,630 

1,  287 

2,  098 

1,874 

5,  196 

3,  962 

3,  796 

8,413 

5,  923 

2,411 

1946  

2,  550 

2,  480 

1,  222 

1,  858 

1,394 

2,  337 

2,  129 

5,  773 

4,  653 

4,352 

9,  153 

6,  339 

2,  691 

1947 

2,  813 

2,  691 

1,337 

2,  158 

1,  520 

2,  649 

2,416 

7,  099 

5,  390 

4,  787 

9,  776 

6,  703 

3,  016 

1948  

3,  083 

2,  620 

1,378 

2,398 

1,  939 

3,  124 

2,  659 

7,  907 

6,  414 

5,  286 

10,  388 

7,  071 

3,369 

1949 

2,  890 

2,  783 

1,449 

2,  280 

1,  971 

3,  099 

2,  649 

7,  919 

6,  272 

6,069 

9,  527 

7,  042 

3,326 

1950 

2,  959 

3,070 

1,569 

2,425 

2,  173 

3,  580 

2,  931 

9,  278 

7,  219 

6,  275 

10,  266 

7,  960 

3,  734 

Median  size  of  loan  1 

1939 __ 

678 

466 

243 

461 

226 

464 

518 

958 

602 

595 

1,  75f 

1,  559 

442 

1943 

931 

661 

360 

719 

313 

732 

826 

1,  637 

1,  132 

983 

! 2,  20( 

1,  948 

675 

1946 

1,  293 

788 

455 

836 

388 

901 

1,  040 

1,  975 

1,  381 

1,  17o 

1 3,351 

2,  457 

828 

1950 - _ 

1,  836! 

1,  120 

666 

1,  238 

473 

1,331 

1,  771 

3,  850 

2,  900 

1,  873 

3,868 

3,346 

1,  221 

1 Median  size  of  loans  repaid  or  renewed  based  on  total  amount  advanced.  Data  for  1939  and  1943  are 
r for  the  calendar  years;  data  for  1946  and  1950  are  for  the  fiscal  years  ended  June  30. 


Table  8. — Index  of  average  size  of  PCA  loans  made  by  districts,  1936  to  1950 


[1939  average  for  each  district=  100] 


Year 

District 

United 

States 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Percent  of  1939  district  average 

1936 

91 

76 

64 

63 

74 

47 

68 

45 

59 

63 

94 

84 

71 

1937  

95 

87 

77 

83 

90 

68 

88 

53 

76 

92 

95 

94 

85 

1938  

99 

93 

91 

91 

90 

78 

94 

82 

83 

92 

96 

93 

91 

1939  

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

1940..  

100 

112 

108 

106 

112 

109 

122 

104 

115 

108 

105 

105 

111 

1941 ___ 

111 

133 

125 

125 

130 

133 

152 

122 

132 

114 

119 

115 

132 

1942__  _ 

117 

145 

151 

151 

144 

155 

175 

125 

147 

121 

135 

114 

148 

1943 

130 

151 

165 

171 

141 

169 

199 

175 

143 

125 

150 

120 

159 

1944  

139 

176 

191 

171 

158 

164 

208 

163 

146 

129 

169 

116 

164 

1945  

151 

193 

211 

178 

166 

180 

235 

184 

161 

131 

177 

122 

176 

1946_  

181 

229 

234 

203 

180 

201 

268 

205 

189 

151 

193 

130 

197 

1947 

199 

249 

256 

236 

197 

227 

304 

252 

218 

166 

206 

138 

220 

1948 

218 

242 

264 

262 

251 

268 

334 

280 

260 

183 

219 

146 

246 

1949 

205 

257 

277 

249 

255 

266 

333 

281 

254 

210 

201 

145 

243 

1950-.-  ___ 

210 

284 

300 

265 

281 

307 

368 

329 

293 

217 

216 

164 

273 

Percent  of  1939  district  median  1 

1939 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

1943-__  ___ 

137 

142 

148 

156 

139 

158 

159 

171 

188 

165 

126 

125 

153 

1946 

191 

169 

187 

181 

172 

194 

201 

206 

229 

198 

191 

158 

187 

1950 

271 

240 

274 

269 

209 

287 

342 

402 

482 

315 

221 

215 

276 

1 Median  size  of  loans  repaid  or  renewed  based  on  total  amount  advanced.  Data  for  1939  and  1943  are 
for  the  calendar  years:  data  for  1946  and  1950  are  for  the  fiscal  years  ended  June  30. 
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of  the  total  dollar  volume  of  loans 
paid  or  renewed  in  the  Berkeley 
district  during  the  year  ending 
June  30,  1950,  exceeded  $10,000  and 
more  than  50  percent  of  loans  paid 
or  renewed  during  this  period  in 
Omaha,  Wichita,  Houston,  and 
Spokane  districts  were  in  this  cate- 
gory. While  the  margin  of  error  in 


the  district  estimates  is  probably 
somewhat  larger  than  for  the 
United  States  totals,  it  is  apparent 
that  wide  variation  exists  among 
districts  in  the  proportion  of  total 
loan  volume  accounted  for  by  a 
relatively  few  large  loans.  Even 
greater  variations  exist  among 
PCAs  within  districts. 


Table  C. — Percent  distribution  of  number  of  PCA  loans  paid  or  renewed  during  12  months 
ending  June  30,  1950,  by  size  groups  1 


District 

Total  num- 
ber of 
loans  paid 
or  renewed 

Size  group 

Total 

$500 

or 

less 

$501 

to 

$1,  000 

$1, 001 
to 

$2,  000 

$2,  001 
to 

$5, 000 

$5, 001 
to 

$10,  000 

$10, 001 
to 

$50, 000 

Over 
$50, 000 

Springfield 

19,  041 

14.  3 

15.  6 

24.  0 

31.  2 

10.  6 

4.  1 

0.  1 

100.0 

Baltimore __ 

17,472 

27.  9 

19.  5 

21.  6 

20.  7 

6.  6 

3.  2 

.5 

100.0 

Columbia 

52,  821 

40.  9 

27.  3 

17.  2 

10.  6 

2.  6 

1.3 

. 1 

100.  0 

Louisville 

40,  591 

21.  8 

22.  3 

24.  6 

23.  2 

6.0 

2.0 

. 1 

100.0 

New  Orleans 

33, 438 

52.9 

20.  0 

11.  2 

8.  6 

3.8 

3.2 

.3 

100.0 

St.  Louis.  

32,422 

24.  2 

19.3 

19.  6 

21.  9 

9.  5 

5.  2 

.3 

100.  0 

St.  Paul 

23, 127 

14.  3 

16.  0 

25.  5 

33.  0 

8.  5 

2.  6 

. 1 

100.0 

Omaha 

9,  501 

6.  9 

8.4 

14.  7 

32.4 

20.  5 

15.  1 

2.0 

100.0 

Wichita 

12,  714 

12.  2 

12.0 

17.4 

28.  1 

15.  7 

13.0 

1.  6 

100.0 

Houston 

21,349 

18.  5 

14.  5 

19.  5 

25.  1 

12.  0 

9.  3 

1.  1 

100.  0 

Berkeley 

7,  964 

7.  9 

9.  8 

15.  8 

26.  4 

16.  8 

20.  1 

3.  2 

100.  0 

Spokane _ 

11,590 

8.  2 

11.  1 

17.  5 

29.  4 

17.  5 

14.  5 

1.  8 

100.0 

Total 

282,  030 

26.  5 

19.  2 

19.  3 

21.  2 

8.  2 

5.  1 

. 5 

100.  0 

1 Prepared  by  Economic  and  Credit  Analysis  Division,  Farm  Credit  Administration. 


Table  D. — Percent  distribution  of  estimated  amount  of  PCA  loans  paid  or  renewed  during 
12  months  ending  June  30,  1950,  by  size  groups 


Total  esti- 
mated 

Size  group 

District 

amount 
of  loans 
paid  or 
renewed  1 

$500 

or 

less 

$501 

to 

$1,  000 

$1,001 

to 

$2, 000 

$2,001 

to 

$5, 000 

$5,001 

to 

$10, 000 

$10, 001 
to 

$50, 000 

Over 
$50,  000 

Total 

Springfield 

$7,  000 
55, 800 

1.3 

4.  0 

12.  3 

37.3 

27.  2 

16.  1 

1.  8 

100.0 

Baltimore  

49,  187 

3.  0 

5,  5 

13.  8 

29.  4 

20.  0 

17.  2 

11.  1 

100.  0 

Columbia.  

78,326 

7.  6 

13.  8 

17.4 

25.  1 

13.  0 

19.  4 

3.  7 

100.0 

Louisville. 

96,  001 

2.  6 

7.  2 

15.  5 

33.  6 

18.3 

18.  4 

4.4 

100.0 

New  Orleans 

66, 588 

9.0 

8.0 

10.  2 

19.  4 

16.  4 

28.  4 

8.  6 

100.0 

St.  Louis 

103, 559 

2.  1 

4.  5 

9.  2 

24.  0 

22.  4 

31.  2 

6.  6 

100.  0 

St.  Paul 

64,  190 

1.4 

4.  3 

13.  8 

41.  6 

22.  9 

13.  5 

2.  5 

100.0 

Omaha  __  _ __  

78,815 

.2 

. 8 

2.  7 

13.  7 

18.  5 

45.  5 

18.  6 

100.0 

Wichita 

81, 153 

. 5 

1.4 

4.  1 

15.4 

22.3 

40.  0 

16.  3 

100.0 

Houston __  __ 

118,  995 

1.  0 

2.  2 

6.3 

18.  0 

18.  2 

40.  0 

14.  3 

100.0 

Berkeley __  

75,  941 

. 2 

. 8 

2.  5 

9.  7 

13.  2 

48.  9 

24.  7 

100.0 

Spokane. ._  

87,377 

.3 

1.  1 

4.  0 

15.  6 

19.  8 

43.  2 

16.  0 

100.0 

Total 

955,  932 

2.3 

4.3 

9.0 

22.  7 

19.  2 

31.  5 

11.  0 

100.  0 

1 Dollar  amounts  are  based  on  loans  closed  in  the  calendar  year  1949.  The  distribution  shown  repre- 
sents estimates  for  each  size  group  based  on  available  data  and  the  margin  of  error  may  be  considerable, 
especially  for  the  various  size  groups  in  any  one  district.  Prepared  by  Economic  and  Credit  Analysis 
Division,  Farm  Credit  Administration. 
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Appendix  B 

Table  E. — Summary  of  operations  of  PCAs,  1945  compared  with  1950 


Year  ended  Dec.  31 


Item 


1945 


Number  of  production  credit  associations 

Number  of  stockholders  (farmers  and  stockmen) 

Number  of  loans  made 

Amount  of  loans  made 


511 

363.000 

214. 000 
$516,116,000 


$1 


Maximum  balance  of  loans  outstanding  during 


1950 


500 

462. 000 

288. 000 
,075,710,000 


year 

Capital  stock  owned  by  members  (farmers  and 

stockmen) 

Total  legal  reserves  and  surplus 

Stock  of  the  associations  owned  by  the  production 
credit  corporations 

Total  net  worth  of  the  associations 


$269, 734, 000 

$545,764,000 

$32,973,000 

$71, 145,000 

34,922,000 

63,868, 000 

55,355,000 

15,728,000 

123, 250,000 

150, 741,000 

Number  of  associations  completely  member-owned. 
Number  of  other  associations  in  which  member- 
owned  capital  plus  legal  reserves  and  surplus 
represents  75%  or  more  of  total  net  worth 

Total  income  on  loans 

Interest  expense  on  funds  borrowed  from  Federal 

intermediate  credit  banks 

Operating  expenses 

Final  net  earnings  including  income  on  investments 
and  after  providing  for  losses 


2 

68 

$12,397,000 

3.539.000 

8.055.000 

3.459.000 


176 

241 

$28,862,000 

9,362,000 
1 13,615,000 

7,  261,000 


1 Includes  income  and  other  applicable  taxes  of  $473,000  in  1950  as  compared  with  only  a nominal  amount 
in  1945. 
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Appendix  C 

Farm  Credit  institutions 


The  following  table  reflects  (1) 
total  operating  expenses  of  each 
group  of  Farm  Credit  institutions, 
(2)  Farm  Credit  Administration  ex- 
amination costs  and  supervisory 
and  service  costs  included  in  the 


total  operating  expenses  of  all  insti- 
tutions, and  (3)  the  percent  that 
costs  of  the  Washington  office  of 
the  Farm  Credit  Administration 
were  of  the  institutions’  total  oper- 
ating expenses. 


7 able  F. — Operating  expenses  for  years  ended  Dec.  31,  1940,  and  June  30,  1944  and  1948 

through  1951 


Year  ended 

Year  ended  June  30 

Institution 

Dec.  31, 
1940 

1944 

1948 

1949 

1950 

1951 

PCAs  L - 

$6,757,632 

$8,141,533 

$10,105,002 

$11,533, 161 

$12,654,333 

$13,799,951 

PCCs 

1,362,  934 

1,  613,  080 
1,  565,  536 

1,763,456 

1,  525,  940 

1,  582,  269 

1,  585,  551 

FICBs 

1,  490,  764 

1,  521,  968 
1,  702,  820 

1,  526,  592 

1,  612,  208 

1,  704,  301 

BCs 

1,036,  678 
12,317,  100 

1,  257,  297 

1,  696,  590 

1,  759,  169 

1,  829,  077 

FLB  system  2 

11,  568,314 

16,  040,  546 
2,372,  089 

15,675,535 

15,  821,  745 

16,  777,  728 

FFMC  a 

9,  864,  126 

7,  777,  563 

1,  871,  106 

1,  603,  731 

1,  250,  828 

Total 

32,  829,  234 

31,923,323 

433,  505,  881 

33,  828,  924 

35, 033, 455 

36,  947,  436 

FCA  costs  included  in 

total  expenses5 

FCA  costs  as  percent 

1,440,  151 

2,526,  777 

2,  183,  148 

2,011,447 

2,  205,  963 

2,  226,321 

of  total  expenses 

4.  39 

7.  92 

6.  52 

5.  95 

6.  30 

6.  03 

1 Amounts  exclude  taxes  paid  by  PCAs  in  1949,  1950,  and  1951. 

2 Amounts  represent  expenses  of  the  FLBs  and  NFLAs  incurred  on  their  own  behalf. 

3 Amounts  include  expenses  of  the  FLBs  and  NFLAs  incurred  on  behalf  of  the  FFMC. 

4 This  amount  includes  accrued  annual  leave  applicable  to  prior  years  set  up  in  1948  by  the  PCCs,  FICBs, 
BCs  and  FLBs  totaling  $1,755,000. 

3 In  1940  represents  FCA  examination  costs  of  all  institutions  and  supervisory  costs  of  the  FFMC;  in 
other  years  represents  both  types  of  FCA  expenses  for  all  institutions,  except  the  PCAs  which  do  not  pay 
supervisory  costs.  These  amounts  will  not  agree  with  those  shown  in  tables  in  part  I reflecting  FCA  as- 
sessable costs  as  generally  these  amounts  represent  assessments  for  the  current  year’s  expenses  plus  or 
minus  adjustments  of  the  assessments  for  the  prior  year’s  expenses,  whereas  the  amounts  in  the  other 
tables  represent  the  final  adjusted  costs  for  particular  years. 


Produethrc  Credit  Associations 


The  general  trend  of  operating 
expenses  has  been  upward.  The 
total  expenses  of  individual  groups 
of  institutions,  with  the  exception  of 
the  PCCs  and  FFMC  (the  latter 
has  been  liquidating  its  loans  since 
July  1,  1947),  and  the  total  expenses 
of  all  institutions  were  greater  in 
1951  than  in  any  of  the  other  years 
shown.  Discussions  of  expenses  of 
individual  groups  of  institutions  are 


included  in  connection  with  subse- 
quent tables  for  those  systems. 

The  Farm  Credit  Administration 
examination  costs  and  supervisory 
and  service  costs  included  in  the 
total  operating  expenses  of  the 
institutions  showed  a downward 
trend  from  1944  through  1949  and 
an  upward  trend  in  1950  and  1951. 
While  such  costs  in  1951  were 
greater  than  in  any  other  year 
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shown  except  1944,  the  percent  that 
they  were  of  total  operating  ex- 
penses of  the  institutions  was  less 
in  1951  than  in  any  year  except 
1949. 

Comments  applicable  to  the 
selected  income  and  expense  items 
and  ratios  shown  in  table  G for  the 
calendar  years  1940,  1944,  and  1948 
through  1950,  follow: 

Income  from  loan  opera- 
tions.— Represents  interest  on 
loans  and  loan  service  fees,  less 
patronage  refunds.  System-wide, 
i income  from  loan  operations  in  1950 
was  over  2 % times  greater  than  in 
1940  and  about  5 percent  greater 
than  in  1949.  These  increases 
reflect  both  the  increased  volume  of 
business  handled  by  the  PCAs  (as 
shown  in  the  next  to  the  last  column 
in  the  table)  and  increased  interest 
rates.  The  per  annum  rate  of 
income  from  loan  operations  based 
i on  the  average  balance  of  loans 
( outstanding  increased  from  5.56 
percent  in  1940  to  slightly  over  6 
percent  in  1949  and  1950. 

Cost  of  borrowed  funds. — 
Represents  interest  paid  to  the 
Federal  intermediate  credit  banks. 
System-wide,  the  cost  of  borrowed 
funds  in  1950  was  almost  3 % times 
greater  than  in  1940  and  slightly 
greater  (3  percent)  than  in  1949. 
The  increase  from  1940  to  1950 
reflects  increases  both  in  borrowed 
funds  and  in  interest  rates  paid 
while  between  1949  and  1950  it 
reflects  only  a larger  volume  of 
borrowings.  The  higher  money 
costs  in  1950  and  1949  absorbed 
entirely  the  increase  in  the  per 
annum  rate  of  income  from  loan 


operations  between  1940  and  those 
years. 

Operating  expenses. — Repre- 
sents all  operating  expenses  of  the 
associations  including  fees  for  ab- 
stract, filing,  etc.,  but  excluding 
taxes  (primarily  Federal  and  State 
income  taxes),  which  for  the  system 
amounted  to  $163,796  in  1948, 
$237,796  in  1949,  and  $473,427  in 
1950. 

While  total  operating  expenses 
for  all  PCAs  amounted  to 
$13,141,886  in  1950  and  $12,121,955 
in  1949  as  compared  with 
$6,757,632  in  1940,  they  absorbed 
only  2.76  and  2.66  percentage 
points,  respectively,  of  the  per 
annum  rate  of  return  on  loans  of 
slightly  over  6 percent,  whereas  in 
1940  expenses  absorbed  3.71  per- 
centage points  of  5.56  percent. 

Net  gain  from  loan  opera- 
tions.— Represents  income  from 
loan  operations,  less  cost  of  bor- 
rowed funds  and  operating  expenses. 
System-wide,  net  gain  from  loan 
operations  in  1950  amounted  to 
$6,358,416  compared  with 
$6,266,726  in  1949  and  $773,531  in 
1940.  The  per  annum  rate  of  net 
gain  based  on  the  average  volume 
of  loans  outstanding  was  1.34  per- 
cent in  1950,  1.38  percent  in  1949, 
and  0.42  percent  in  1940. 

Net  earnings  before  provision 
for  losses. — Represents  net  gain 
from  loan  operations,  interest 
earned  on  investments  and  a small 
amount  of  miscellaneous  income, 
less  taxes. 

Final  net  earnings. — The  dif- 
ference between  this  item  and  the 
preceding  item  represents  the 
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Total 
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in 

capi- 

tal 

03  03t}H(M(M  ^ to  to  00  03  © ^ CM  CO  NNhNCD  000030H 
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Amount 

$3,  884,  421 
3,  404,  977 

6,  949, 101 

7,  323,  614 
7,  261, 106 

240,  306 
254,  505 
491,  443 
463,  720 
435,  057 

204,  301 
221,  226 
501.  276 
507,  740 
589,  879 

284,  839 
459,  921 
803,  353 
1,  070,  611 
1, 063, 359 

266, 137 
216,  402 
735, 128 
848,  321 
833,  430 

Net  earnings 
before  provi- 
sions for  losses 

*h  • 

® fl 
C3 

|5 

r-(  rf  CO  ^ O 00  00  03  Tf  HCMOH03  00  Tt*  CD  tO  00  to  CM  to  to  CD 
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NHHHH  c4  rH  rH  rH  rH  CM  rH  CM  CM  CM  CM  rH  CM  <M  <M*  rH  'hHH 

Amount, 

| 

$4, 084, 147 
3.  560,  762 
7, 395,  580 
8,  775,  839 
8,  731, 461 

277,  219 
229,  638 
515,  646 
535,  874 
535, 153 

238,  390 
238,  777 
513,  703 
585,  278 
648,  827 

336, 253 
431,  405 
914, 112 
1, 137,  849 
1, 172,  676 

310,  737 
245,  253 
788, 118 
900,  596 
919,  627 

Net  gain 
from  loan 
operations 

Per 

an- 

IS 

C»T*(NaOTt<  «f500rtUD>0  OOPOCOCO,-I  CO  CO  CO  05  NOOOHIO 

•«*(  CO  ,-t  y-<  i-i  rHTt"^»OCO  Tt<  CO 00  00  rtrHOi-HO 

Amount 

| 

I 

$773,  531 
789,  391 
4,  901,  647 
6,  266,  726 
6, 358,  416 

53, 377 
67,  733 
370,  855 
389,  582 
399,  628 

17,  087 
59,  479 
374,  769 
443,  891 
500,644 

-69,  850 
79,  329 
565,  635 
818,  468 
859,  970 

36,  200 
-26,  375 
517,  852 
603,  719 
619,  617 

Operating 
expenses  2 

Per 

an- 

§S 

rHTt't^CDCD  HHHOCO  lONIMtOD  COCOOCMD  H O to  N CM 

r^Tficocor^  oojcM^td  th  co  co  co  cm  to©H©c*  ©aooooo  © 

cd  cd  c4  e*  cd  cm  cm  cm  cm’  rtf  cd  <m  m c*  td  rtf  cd  cd  cd  cd  c4  e4 

Amount 

$6,  757,  632 
8,101,255 
10,746,382 
12, 121,  955 
13,141,886 

362,  759 
521,  814 
722,  380 
807, 309 
877,  525 

394, 333 
467,  704 
695,  660 
683,  544 
710,  840 

814,  676 
893, 399 
1,  220,  942 
1, 349,  397 
1, 492,  284 

859,  552 
1,  032,  349 
1,  359,  688 
1,  563,  757 
1,  723, 387 

Cost  of 
borrowed 
funds 

Per 

an- 

nuin 

rate8 

e050*©0t~  C<|T*I<N030  ®00t*<00  00  ® C>  C3t--®CO© 

oo  a>  T»<>ot^a>oi  rtiuoaxM©  •<*•<*<  to  cs  3 

ft  ft  ft  oi  ft  ft  ft  ft  ft  ft  ft  ft  ft  ft  ft  ft  ft  ft  ft  ci  ft  ft  ft  ft  ft 

Amount 

$2,  610,  992 
3, 444, 375 
7,  068, 164 
9,  087,  249 
9,361,  929 

171, 432 
258, 347 
659,  686 
635,  698 
658, 147 

140, 970 
219,  814 
447,  542 
577, 009 
614,  797 

212,  862 
333,  803 
754,  729 
1,  024. 107 
938, 191 

304,  599 
389, 088 
762,  728 
1, 068, 317 
1, 179,  934 

Income 
from  loan 
operations 1 

Per 

an- 

nuiu 

rate8 

CO  TfH  r*  00  CO  to  00  CM  00  CM  CD  00  ©Oito^tp  ©COCOTf<t^ 

tO  M CD  © O 00t^©TftO  OOCOtOOOOO  to  00  to  rH  CM  COCMtO©© 

to  td  td  cd  cd  rtf  »d  td  to  td  td  »d  »d  td  cdtdcdt^t^  tdtdtd»dtd 

Amount 

$10, 142, 155 
12,  335,  021 
22,  716, 193 
27,  475,  930 
28, 862,  231 

587,  568 
847,  894 
1,  652,  921 
1,  832,  589 
1,  935,  300 

652, 390 
746,  997 
1, 417,  971 

1,  704,  444 
1,  826,  281 

957,  688 
1, 306,  531 

2,  541,  306 
3, 191,  972 

3,  290,  445 

1,  200. 351 
1, 395,  062 

2,  640,  268 

3,  235,  793 
3,  522,  838 
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1 After  patronage  refunds.  rounding  off  to  make  them  add  across. 

2 Excludes  taxes,  which  for  the  system  totaled  $163,796  in  1948;  $237,796  in  1949  and  4 PCO  expenses  for  1940  do  not  include  Washington  office  supervisory  c 

$473,427  in  1950.  since  the  corporations  began  paying  these  costs  eflective  July  1.  1942,  have 

2 Based  upon  the  average  balance  of  PCA  loans  outstanding.  Some  rates  vary  from  systemwide  over  $200,000  a year, 
those  given  in  table  12  by  one-hundredth  of  one  percent  because  of  differences  in  Farm  Credit  Administration — Finance  and  Accounts  Division. 
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amount  of  actual  loan  losses  in- 
curred plus  provisions  for  future 
losses.  System-wide,  the  amount 
of  final  net  earnings  of  $7,261,106 
in  1950  was  87  percent  greater  than 
in  1940,  but  slightly  less  than  in 
1949.  The  increase  in  the  system’s 
final  net  earnings  between  1940  and 
1950  was  due  entirely  to  a larger 
net  gain  from  loan  operations. 
Based  on  the  average  amount  of 
loans  outstanding  the  per  annum 
rate  of  final  net  earnings  was  1.53 
percent  in  1950  and  1.61  percent  in 
1949  compared  with  2.13  percent  in 
1940. 

The  rates  of  return  on  paid-in 
capital  and  total  net  worth  in  1950 
were  8.52  percent  and  4.96  percent, 
respectively,  compared  with  8.42 
percent  and  5.18  percent  in  1949  and 
4.29  percent  and  3.62  percent  in 
1940. 


Per  annum  rate  of  PCC  oper- 
ating expenses. — This  rate  was 
determined  by  relating  the  corpora- 
tions’ operating  expenses  for  the 
respective  calendar  years  to  the 
average  balance  of  PCA  loans  out- 
standing. While  the  corporations’ 
expenses  increased  from  $1,362,934 
in  1940  to  $1,562,686  in  1949  and 
$1,570,270  in  1950,  the  per  annum 
rate  based  on  the  average  balance  of 
PCA  loans  outstanding  decreased 
from  0.75  percent  in  1940  to  0.34 
percent  in  1949  and  0.33  percent  in 
1950:  Included  in  the  corporations’ 

expenses  since  July  1,  1942,  are 
Washington  office  supervisory  costs 
which  have  aggregated  over  $200,000 
a year. 

The  combined  per  annum  rate  of 
operating  expenses  of  the  PCAs  and 
PCCs  was  3.09  percent  in  1950  and 
3 percent  in  1949  compared  with 
4.46  percent  in  1940. 


Production  Credit  Corporations 


Comments  applicable  to  the  se- 
lected income  and  expense  items 
shown  in  table  H for  the  calender 
year  1940  and  the  fiscal  years  ended 
June  30,  1944,  and  1948  through 
1951. 

Operating  income. — Represents 
primarily  interest  on  securities,  but 
also  includes  dividends  on  class  A 
stock  of  PCAs  and  miscellaneous 
income.  System-wide,  and  for  each 
corporation,  operating  income  in 
1951  and  1950  was  substantially  less 
than  in  prior  years.  The  decreases 
resulted  from  sales  of  securities  in 
1949  which  were  made  to  obtain 
funds  to  retire  U.  S.  Government 
capital. 


Operating  expenses. — Repre- 
sents all  operating  expenses  includ- 
ing examination  costs  and,  except  in 
1940,  Washington  office  supervisory 
costs.  The  corporations  began  pay- 
ing the  latter  costs,  which  aggregate 
more  than  $200,000  a year,  effective 
July  1,  1942.  Included  in  1948  ex- 
penses is  a nonrecurring  charge  of 
$219,000  representing  the  cost  of 
establishing  as  a liability  on  the 
records  of  the  corporations  the 
value  of  accrued  annual  leave  of  the 
corporations’  employees  applicable 
to  1947  and  prior  years. 

System-wide,  the  corporations’ 
expenses  of  $1,585,551  in  1951  were 
16  percent  higher  than  in  1940  and 
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Production  Credit  Corporations 

Table  H. — Selected  income  and  expense  items , 7 940,  1944,  and  1948  through  1951  1 


Corporation  and  year 


System: 

1940 2_ 
1944_  _ 
1948_  _ 
1949_  _ 
1950_  _ 
1951_  _ 

Springfield: 
1940 2_ 
1944_  _ 
1948_  _ 
1949. _ 
1950_  _ 
1951_  _ 


Baltimore: 
1940  2. 
1944_ . 
1948_ . 
1949_ . 
1950_ . 
1951_ . 


Columbia: 
1940  2. 
1944. . 
1948_ 
1949_ 
1950_ . 
1951_ 


Louisville: 

1940  2 

1944 

1948  

1949  

1950  

1951  

New  Orleans: 

1940  2 

1944 

1948  

1949  

1950  

1951  


St  Louis: 
1940  2 
1944_ 
1948_ 
1949_ 
1950_ 
1951- 


Operating 

income 

Operating 

expenses 

Net  gain  from 
operations 

Final  net 
earnings 

$1, 600, 642 

$1,362,934 

$237, 708 

$1,833,544 

1, 467, 769 

1,613,080 

-145,311 

668,317 

1, 773, 089 

1,763,456 

9,  633 

634, 052 

1, 585,314 

1, 525,940 

59,374 

379, 633 

1, 019, 227 

1, 582, 269 

— 563,  042 

— 339,  291 

1,098,802 

1,585,551 

— 486,  749 

— 600,  622 

135, 024 

118,316 

16, 708 

189, 122 

140, 251 

139, 055 

1,  196 

56,882 

151, 752 

159,562 

— 7,  810 

39,585 

138, 157 

125, 158 

12,999 

29,048 

85, 748 

127,884 

-42,  136 

— 42,  136 

91,815 

132,862 

— 41,047 

-111,  598 

138,449 

121, 128 

17,321 

180, 577 

115,054 

139,871 

— 24,  817 

42,813 

151,947 

120, 032 

31,915 

100,868 

138, 331 

114,006 

24,325 

55, 262 

87,367 

120, 022 

— 32,655 

— 32,863 

90,225 

119,567 

-29,342 

-76,957 

138,484 

131, 151 

7,333 

181,801 

114, 028 

165,049 

— 51,021 

40,465 

163, 651 

173,570 

— 9,919 

44,076 

151,451 

151,721 

— 270 

19,447 

88, 759 

158, 289 

— 69,530 

-67,601 

91,978 

157, 716 

— 65,  738 

— 70,969 

135, 779 

128,473 

7,306 

123,013 

111,804 

154,335 

— 42,  531 

— 24,  844 

162,080 

163, 134 

— 1,054 

29, 247 

142,478 

151,827 

-9,349 

2,912 

91, 120 

154,872 

— 63,  752 

-50,648 

100, 199 

158,847 

— 58,648 

-140,025 

109, 618 

85,818 

23,800 

139,680 

111,666 

112, 544 

-878 

42,695 

132,005 

131, 293 

712 

41, 703 

117, 130 

116, 885 

245 

7,599 

70, 022 

123, 297 

— 53,  275 

— 36,393 

78,451 

123,474 

— 45,  023 

-53,415 

165, 644 

129, 206 

36,438 

113,713 

122, 501 

152, 144 

-29,643 

7,947 

160, 604 

175, 175 

-14,571 

22,912 

151, 753 

148, 175 

3,578 

18, 754 

101, 587 

155,928 

— 54,341 

— 36,832 

110,428 

157,  526 

-47.098 

— 49,718 

See  footnotes  at  end  of  table. 
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Table  H. — Selected  income  and  expense  items,  1940,  1944,  and  1948  through  1951  1 — Con. 


Corporation  and  year 

Operating 

income 

Operating 

expenses 

Net  gain  from 
operations 

Final  net 
earnings 

St.  Paul: 

1940  2 

$175,849 

$130, 106 

$45, 743 

$181,099 

1944 

140,603 

135,563 

5,040 

47,858 

1948 

151, 984 

159,427 

— 7,443 

56,437 

1949_  _ _ _ _ 

132, 779 

127, 754 

5,  025 

45,315 

1950 

102,062 

129, 563 

— 27,  501 

65,894 

1951 

103,439 

132, 279 

— 28,840 

— 8,913 

Omaha: 

1940  2_  ___  ___  

109,892 

108,974 

918 

131, 179 

1944 

116, 114 

125, 207 

-9,  093 

44, 039 

1948 

141,855 

121,302 

20,553 

87,316 

1949 

120, 125 

116, 772 

3,353 

27,370 

1950 

80, 448 

121,679 

-41, 231 

— 41,  231 

1951 

85,935 

118,673 

— 3*2 , 738 

— 32,205 

Wichita: 

1940 2 

129,951 

110,934 

19,017 

170,694 

1944 

101,478 

133,977 

— 32,  499 

20,056 

1948 

138, 250 

134, 492 

3,  758 

63,600 

1949 

118, 036 

118,852 

— 816 

27,942 

1950 

74,578 

121, 141 

— 46,563 

— 47,657 

1951 

82,871 

124, 280 

— 41,409 

— 71,530 

Houston: 

1940 2 

111,397 

92,040 

19,357 

120,569 

1944 _ 

100, 086 

127, 125 

— 27,039 

46,541 

1948 

142, 201 

137, 275 

4,926 

46, 262 

1949 

128, 131 

115, 501 

12,630 

65,046 

1950 

80,840 

123,090 

-42,  250 

— 42,  250 

1951_  __  __ 

82,690 

119, 733 

— 37,043 

-28,995 

Berkeley: 

1940  2_  _ _ 

119, 196 

116,949 

2,  247 

109,936 

1944_  _ _ __  _ 

139, 535 

119, 891 

19,644 

150,405 

1948 

139, 686 

154, 742 

— 15,  056 

48,667 

1949 

128, 519 

126, 804 

1, 715 

41,641 

1950 

81,967 

127, 154 

-45,  187 

657 

1951 

96,965 

126,085 

— 29,  120 

— 27,458 

Spokane: 

1940 2 

131,359 

89,839 

41, 520 

192, 161 

1944 

154, 649 

108,319 

46, 330 

193,460 

1948  _ 

137,074 

133,452 

3,  622 

53,379 

1949  _ 

118,424 

112,485 

5,939 

39,297 

1950 

74, 729 

119,350 

— 44,  621 

— 8,  231 

1951 _ 

83,806 

114,509 

-30,  703 

71, 161 

1 Calendar  year  1940  and  fiscal  years  ended  June  30,  1944  and  1948  through  1951. 

2 1940  data  do  not  include  Washington  office  supervisory  costs  which,  since  the  corporations  began  paying 
these  costs  effective  July  1,  1942,  have  aggregated  system-wide  over  $200,000  a year. 
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slightly  higher  than  in  1950.  The 
difference  between  expenses  in  1940 
and  later  years  is  accounted  for  al- 
most entirely  by  Washington  office 
supervisory  costs,  which  were  not 
included  in  1940  expenses. 

Net  gain  from  operations. — 
Represents  the  difference  between 
the  corporations’  operating  income 
and  operating  expenses.  The 
smaller  amounts  of  operating  in- 
come in  1951  and  1950  resulting 
from  reductions  in  securities,  as 
explained  above,  were  not  sufficient 
to  pay  operating  expenses,  thereby 
causing  the  corporations  to  show 
net  operating  losses  in  those  years  of 
$486,749  and  $563,042,  respectively. 

Final  net  earnings. — The  dif- 
ference between  this  item  and  net 


gain  from  operations  represents  al- 
most entirely  profit  or  loss  on 
security  transactions.  The  sub- 
stantial net  earnings  shown  for  1940 
resulted  from  the  sale  at  substantial 
premiums  of  large  holdings  of  con- 
solidated Federal  farm  loan  bonds 
callable  in  1944.  The  proceeds  of 
such  sales  were  reinvested  in  long- 
term U.  S.  Treasury  bonds.  The 
net  earnings  in  1948  include  a net  of 
$464,000  resulting  from  the  rein- 
statement of  premiums  applicable 
to  the  remaining  noncallable  life  of 
securities  owned,  which  had  pre- 
viously been  charged  off.  System- 
wide,  the  corporations  showed  final 
net  losses  in  1951  of  $600,622,  and 
in  1950  of  $339,291. 


Production  Credit  System 


Comments  applicable  to  the  data 
in  the  following  table  which  show 
PCA  and  PCC  operating  expenses 
for  the  calendar  years  1940,  1944, 
and  1948  through  1950  related  to 
(1)  the  number  of  PCA  loans  made 
and  (2)  the  average  number  of  PCA 
loans  outstanding. 

Operating  expenses. — The  op- 
erating expenses  shown  in  this  table 
are  the  same  as  those  in  the  two 
preceding  tables  showing  selected 
income  and  expense  data  for  the 
PCAs  and  the  PCCs  except  that 
(1)  PCC  expenses  are  on  a calendar 
year  basis  for  comparability  with 
PCA  expenses  and  (2)  PCC  ex- 
penses for  1948,  in  order  to  afford 
comparability  with  expenses  for 
other  years,  exclude  a nonrecurring 
charge  of  $219,000  representing  the 
cost  of  establishing  as  a liability  on 


the  records  of  the  corporations  the 
value  of  accrued  annual  leave  of  the 
corporations’  employees  applicable 
to  1947  and  prior  years. 

Operating  expenses  per  PCA 
loans  made. — System-wide,  PCA 
and  PCC  expenses  per  each  PCA 
loan  made  in  1950  amounted  to 
$45.62  and  $5.45,  respectively,  or  a 
total  of  $51.07.  These  unit  costs 
compare  with  $42.17,  $5.44,  and 
$47.61  in  1949  and  $29.26,  $5.90, 
and  $35.16  in  1940.  The  increases 
in  PCA  unit  costs  resulted  from 
PCA  expenses  increasing  at  a faster 
rate  than  the  the  number  of  PCA 
loans  made.  The  $13,141,886  of 
expenses  in  1950  were  almost  double 
the  expenses  in  1940,  whereas  the 
288,068  loans  made  were  only  24.7 
percent  greater  than  the  number 
made  in  1940.  On  the  other  hand, 
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FARM  CREDIT  ADMINISTRATION 


PCC  expenses  increased  at  a slower 
rate  than  PCA  loans  made  (the 
$1,570,270  of  expenses  in  1950  being 
only  15.2  percent  greater  than  ex- 
penses in  1940),  thereby  causing  a 
small  decrease  in  PCC  unit  costs 
between  1940  and  1950.  PCC  ex- 
penses and  unit  costs  for  1940  do  not 
reflect  Washington  office  supervi- 
sory costs  which,  since  the  cor- 
porations began  paying  these  costs 
effective  July  1,  1942,  have  aggre- 
gated system- wide  over  $200,000  a 
year. 

Operating  expenses  per  aver- 
age number  of  PCA  loans  out- 
standing.— Since  the  major  vol- 
ume of  PCA  business  is  for  terms 
less  than  1 year,  the  average  number 
of  PCA  loans  outstanding  for  any 


year  is  less  than  the  number  of  loans 
made  for  that  year.  As  a result, 
PCA  and  PCC  operating  expenses 
per  the  average  number  of  PCA 
loans  outstanding  are  greater  than 
per  PCA  loans  made. 

System-wide,  PCA  and  PCC  op- 
erating expenses  per  the  average 
number  of  PCA  loans  outstanding 
in  1950  amounted  to  $58.95  and 
$7.04,  respectively,  or  a total  of 
$65.99.  These  unit  costs  compare 
with  $54.89,  $7.08,  and  $61.97  in 
1949  and  $34.69,  $7.00,  and  $41.69 
in  1940.  As  mentioned  in  the  pre- 
vious paragraph,  PCC  unit  costs 
for  1940  do  not  reflect  Washington 
office  supervisory  costs  as  the  cor- 
porations did  not  begin  paying  these 
costs  until  July  1,  1942. 
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